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THE ASSIGNATS: 
A STUDY IN THE FINANCES OF THE FRENCH REVOLUTION. 


THE story of the assignats, used as money and affording the 
chief financial resource of the French Republic during the years 
from 1792 to 1796, is well known. The account is given in all 
general works upon the French Revolution, and has been the 
special subject of a great number of treatises. To go over the 
ground once more, however, and mark the successive phases of 
the biggest experiment with paper money ever tried is a task not 
devoid of interest; the experience of the past is the lesson of 
the future." 

I, 


INTRODUCTORY. 


During the second half of the reign of Louis XV., and under 
Louis XVI., the finances of the kingdom became demoralized ; 
as Necker pointed out in his report, there had been a deficit 
every year. Calonne during his ministry, owned to a deficit 
in 1787 of one hundred and twenty-five million francs. 


‘Among other works which may be consulted are Les Finances de la France sous 
Ja Révolution, by E, LEVASSEUR (published in the reports of the Academy of Moral 
and Political Sciences, 1866 and 1867) ; the Procés Verbaux of the Assemblée Nationale 
Constituante, the Assemblée Legislative, the Convention Nationale, and the Conseil 
des Anciens; Les Finances dela République Francaise en lan IX. by RAMEL ; L’ Histoire 
de la Révolution Francaise, by THiers; Les Finances de lAncien Régime et de la 
Révolution, by RENE STouRM ; the article “ Budget,” by BOILEAU, inthe Dictionaire des 
Finances. 
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The impossibility of making both ends meet in the public finan- 
ces led to the convocation of the States-General in 1787. The 
King called this body together to carry out a financial reform ; 
the States-General resolved itself into the Constituent Assembly 
and began a revolution, by the overthrow of feudal rights and 
privileges of all sorts, and by declaring the double principle: 
equality and liberty in civil matters, sovereignty of the nation in 
the political order. This legal revolution took form ina great 
number of special laws and in the Constitution of 1791. 

A reform of the imposts and the payment of the old govern- 
ment debts and of the debts contracted during the reform itself 
followed in the course of this revolution. The new taxes, how- 
ever, could not immediately fill an empty treasury, and owing to 
the fear inspired in owners of capital by the Revolution, Necker, 
on entering upon his second ministry, could not obtain the loans 
which he had made use of at the outset. 

Prior to the Revolution the clergy, as a body, held landed 
property of great extent. This body had now lost all its privi- 
leges and so ceased to exist, and its properties were declared to 
be forfeited to the state; accordingly, on the 2d November, 
1789, the Constituent Assembly issued a decree to the effect that 
‘all ecclesiastical properties are at the disposition of the Nation, 
to be used as may seem best to defray the expenses of reli- 
gion.” These lands were added to the crown lands already 
declared public property. The government thus became the 
holder of real property valued at not less than from two to three 
milliards of livres, a colossal sum at that period; on the other 
hand it had a great debt to pay, and, therefore, publicists thought 
that it would be just, and at the same time easy, to use the one for 
paying off the other. 

II. 


THE CREATION OF ASSIGNATS BY THE CONSTITUENT ASSEMBLY. 


Accordingly, on the 19th December, the Assembly so altered 
a proposal offered by Minister Necker—a proposal to use the 
proceeds of sales of the public lands to reimburse the Caisse 
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. 
d’Escompte for advances made by it’—as to authorize the govern- 
ment to offer for sale ecclesiastical property to the value of 400 
million francs, and to issue immediately assignats of a denomina- 
tion of 1000 livres, bearing interest at five per cent. These assig- 
nats, when paid out by the Treasury to its creditors, were expected 
to be partly turned in immediately in payment for land purchased, 
partly redeemed in specie out of a fund realized from sales of 
land; according to these two hypotheses assignats issued would 
be retired from circulation through the saie of land, and cancelled 
as fast as they were redeemed. The whole fundamental idea of 
the theory of the assignats was embodied in these two suppositions. 

No scheme for the sale of lands, however, was adopted, and 
so no lands were sold. Many deputies in the Assembly looked 
with chagrin upon the alienation of ecclesiastical properties. 
The municipality of Paris, in its enthusiasm for the Revolution, 
felt no such sentiment, and offered to buy ex d/oc 200 millions of 
these estates, to be paid for in obligations maturing at different 
times within five years. 

‘What resource is left to us?” said Thournet ; “the issue of 
assignats and that alone. But no one wishes to succeed imme- 
diately to the possessions of the church. The only way to give 
value to your assignats is to sell them in large quantities. 
To whom? To municipalities, who can sell to individual 
buyers.” This reasoning won the approval of the Assembly, 
which at once (17th March, 1790) determined that properties 
worth 400 millions should be “immediately sold, and given over 
to the municipality of Paris and to other municipalities of the 
kingdom, and that the municipalities should be bound to put the 
said properties on sale whenever a purchaser presented himself 
and offered to pay the price assessed by experts.’’ But munici- 


*PETION de VILLENEUVE says of this proposal : “ Have we not the power to create a 
representative currency according to our needs? Have we not ourselves the power to 
impose throughout the empire the necessary confidence? We have at our disposal 
the ecclesiastical fundsand lands? Let us create sight obligations; let these bear inter- 
est; let us guarantee redemption. Can the Caisse d’Escompte offer such security for its 
paper? Thus let us pay to real creditors the interest which would have been paid to a 
bank.” (Speech by Pétion de Villeneuve, 10th December, 1789.) 
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pal paper could not become a national currency; the deficit for 
the year has been estimated at 300 million, exclusive of 170 
million loaned the Treasury by the Caisse d’Escompte, whose 
- notes were at that time legal tender in Paris. 

The discussion began again, although the deputies occupy- 
ing the Right protested against the creation of a paper cur- 
rency, both because they held paper money to be dangerous 
in itself and because in this instance it was to be secured by sale 
of the public domain. On the 17th April, 1790, the Assembly 
decided that the state should issue assignats, which should be 
‘legal tender between all persons in all parts of the kingdom, 
and bear interest at three per cent.”’ ‘ Has gold a more real 
value than property to be sold? a more real value than paper 
secured by that property?” asked Pétion. ‘If acceptance of 
assignats is voluntary, cupidity will threaten them with a con- 
siderable depreciation. As legal tender they will be distrib- 
uted in many hands and so will find defenders. The benefit 
to be derived from assignats will be a stable circulation, a rise of 
prices by increasing the number of buyers, a revival of com- 
merce and manufactures.” 


Assignats began to circulate." They at once declined by 
five per cent.; early in September the four hundred millions voted 
by the Assembly had been exhausted,” because taxes, the Treas- 
ury’s ordinary source of revenue, no longer yielded any income. 
Yet the Assembly hoped to be able to discharge the payable 
debt, which some estimated to be 1,300,000,000 and others over 
1,800,000,000 livres.3 Hence renewed debates in the Constituent 


‘ At first, promises to pay assignats; later, August 10, 1790, assignats in denomina- 
tions of 1,000, 300, and 200 livres. 

? According to a report by Montesquiou the deficit for ordinary expenditures in 1790 
appears to have been about 350,000,000. 

3 This payable debt (1,300,000,000 to 1,800,000,000 livres) came from compensation 
for places and offices suppressed by the Assembly, from redemption of tithes alienated 
in perpetuity, from debts of the clergy assumed by the government, and from arrears 
of the Treasury—arrears in rentes of 1788 being paid in 1790, a delay of two years. 
The permanent debt, life and other annuities, amounting altogether to about two and 
and one-half milliards, did not figure as a portion of the debt immediately payable (dette 
exigtble). 
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Assembly during September. This was the most serious of all 
their discussions, the great battle which ran through eight ses- 
sions, and finally was settled less upon economic than upon 
political considerations. Those who opposed paper money held 
it to be a form of credit which could be kept at par with specie 
only so long as it could be unquestionably and immediately 
exchanged for coin; that the mortgaging of real property does 
not make redemption either sure or easy; that the holder of an 
assignat is not necessarily, and generally cannot be, a purchaser 
of land; that no one could foresee the degree of depreciation 
which would follow before the paper was absorbed by the sale 
of the lands, nor the consequent rise in prices, nor the loss to 
creditors. 

Mirabeau, who first brought up the question, won over a 
majority of the votes by his powerful eloquence. ‘To fear,” 
said he, “that the national properties will not sell is a crime 
against the country. It is the belief that the sale of the national 
properties will be certain and immediate which alone can assure 
success to our project for liquidation by means of assignats, 
since there is no other resource than such a sale for the salvation 
of the state We have sworn to achieve and to enforce 
our constitution ; which means that we have sworn to employ the 
proper means to that end; that we have sworn to stand by the 
decrees dealing with the public properties, to persevere to the end 
and hasten the execution of those decrees; an oath of loyalty 
is included in the oath we have taken; there is no true citizen, 
no good Frenchman, who is not bound to give his support here. 
If only the public lands are sold; if only they are taken up 
freely throughout the country, France is saved!” 

“Our assignats are a new creation and correspond to no old 
term, and we shall be no less inconsistent in applying to our 
assignats ideas commonly associated with paper money than our 
fathers were unwise in esteeming Law’s paper money of equal 
value with gold and silver The metals of which money 
is made up are employed only in the secondary arts, while the 
property upon which the assignats are based is the fundamental 
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source of all production. I ask, then, all philosophers, all econo- 
mists, all nations of the earth, Is there not more real value, more 
true wealth in the material represented by our assignats than in 
the material adopted to serve as money? ... . Here is the 
place to expound that maxim of finance so hackneyed and so 
inadequately expounded : paper, it is said, drives out specie. Very 
well, then, let us have specie, and we shall not ask for paper. 
Assignats have not caused scarcity of coin; scarcity already 
existed ; they have lessened its effects. Create a greater quan- 
tity of assignats, issue small notes, and there will no longer be a 
scarcity. Have no fear of an excess. Industry needs money.” 

“TI can hear Americans saying to the French: ‘During our 
Revolution we created an unsound paper currency, yet that paper 
saved us; without it our Revolution had been impossible. And 
you who have also a revolution to carry through; you who along 
with great needs possess great resources; you who have still 
more domains at your disposal than you have assignats secured 
by those domains; you who, in creating a sound paper currency, 
do not create a debt, but discharge one; you will not hesitate to 
commit yourselves to this measure. You who have commenced 
your career like men will not finish it like children!’” 

On the 29th September, 1790, the decree was. passed which 
authorized an issue of assignats to the amount of 1,200 millions 
(including the 400,000,000 already authorized ) — non-interest 
bearing money. An explanatory decree of the 13th December 
declares that as the notes are payable to the bearer they should 
not be endorsed. From this time on France had a paper cur- 
rency. Nothing was wanting; there was forced circulation, 
absence of interest, circulation from hand to hand, an enormous 
issue, which was more than half the entire currency of France 
as estimated some years before by Necker (who had not been 
minister since the 3d September). 

By the end of the year 1790, Deputy Anson, chairman of 
the Committee on Finance, announced that the exchange of the 
old crown properties for bank notes had been effected, and that 
already they had burned the first million of assignats paid into 
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the Treasury. ‘By the first of next month,” he added, “no 
nation in Europe will be prompter in its payments than the 
French nation.”” Fond hopes—never to be realized. 


Il. 
IMMEDIATE EFFECTS. 


Why throw into circulation in this way more than a thousand 
million livres of fictitious money? Might not the interest on 
claims already due have been paid, and the principal have been 
funded for gradual payment at a quieter period ? and would it not 
have been wiser to have used paper money to defray necessary 
running expenses alone? What a delusion to believe that paper 
issued in such quantities couid be kept at par with gold and 
silver! It is at the beginning, at the moment when a govern- 
ment has still to make its choice of means, that it is of import- 
ance to have a clear insight into principles and an ability to 
foresee results in matters of finance. Once entered on the wrong 
path a government can seldom turn back; it is more difficult 
to stop half way down the hill than to avoid starting. 

The Constituent Assembly either would not or could not. 
look ahead ; political interests prevented their seeing the economic 
results. 

These results began to work out at once, and in the years 
which followed manifested themselves in fatal succession, as it 
were, and with cumulative force. 

Paper drives out silver, it had been said. That was what 
happened. A scarcity of gold and silver set in, and by Septem- 
ber, 1791, at the time the Constituent Assembly yielded its 
authority to the Legislative Assembly, the assignat had depre- 
ciated 18 or 20 per cent. 

As there were no notes of a lower denomination than 50 
livres, no subsidiary money existed; Paris and more than half 
the provincial cities and market towns, and private parties even, 
issued promissory notes which, during 1791, circulated every- 
where, but caused much annoyance. The Constituent Assembly 
took the matter in hand, and, by a decree of the 6th May, 1791, 
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ordered an issue of 100 millions in assignats of low denomina- 
tions and 15 millions in copper sous. Some exchange bureaus 
were set up; these were not easy of access; confusion ensued 
and gave a new impulse to speculation. In September the 
Assembly, anxious to facilitate the payment of wages of labor- 
ers, authorized the Commissaries of the Treasury to open an 
office at Paris where manufacturers might have a chance to 
exchange assignats of high denominations for five-livre notes. 

By June the 1200 millions had been nearly all paid out in 
liquidations, and payments on the debt and for running expenses ; 
and it became necessary to authorize a further issue of 600 
millions.? 

IV. 
THE LEGISLATIVE ASSEMBLY. 


The Legislative Assembly found itself still more completely 
destitute of resources than the Constituent Assembly had been. 
It issued assignats in denominations as low as ten sous, and 
although it remained in session but one year it increased the cir- 
culation by a succession of new issues to two milliards.? 

*The account presented by Montesquiou toward the end of the session of the Con- 


stituent Assembly (Ist August, 1790)—the figures of which were disputed in the 


Assembly—made the following statement : 
Livres. 


Assignats authorized (17th April, 29th September, 1790; 19th June, 1791) 1,800,000,000 
Interest coupons on the first issue of assignats 1,656,468 

1,801,656,468 
Of this sum there had already been expended 1,283,27 3,333 


Leaving 518,383,135 
Assignats returned into the Treasury (of which 215,000,000 had been 

cancelled) 221,231,831 

It appears, therefore, that there were in circulation 1,062,038,502 


?The Assembly understood by a circulation of two milliards an actual circulation 
to that amount; in other words, that the government might, in addition to the new 
issues of assignats, reissue assignats returned to the Treasury, so long as the total 
amount of assignats outstanding should not exceed two milliards. At this time, how- 
ever, expenses amounted to about eighty millions a month; receipts from customs, from 
sales of public property, etc., to about thirty millions. The thirty millions were expended 
and an additional issue of fifty millions made necessary. But what part did the col- 
lateral-security theory play in these reissues? and the theory of absorption of the 
assignats by sale of the lands? 
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Accounts at the Treasury were not kept with any more accu- 
racy during this year than they had been under the Convention, 
and no one knew exactly what was the amount of the receipts and 
of the expenditures.* 

But it may be stated that the Legislative Assembly paid out 
in one year more than a thousand millions for ordinary expenses 
of the civil service, for discharge of the payable debt, and for 
carrying on the war. It is to be added that the assignats, which 
had depreciated by about 18 per cent. at the time the Assembly 
came into power, had depreciated by 44 per cent. at the time the 
Assembly gave place to the Convention; therefore the coin 
value of the sum expended by the Assembly was about three- 
fourths of a milliard. 


V. 
THE NATIONAL CONVENTION. — 


The Convention proclaimed the Republic. But from the first 
day the Convention found itself confronted with an empty treas- 
ury, with taxes which remained for the most part unpaid, and with 
an administration not so organized as to be able to enforce collec- 
tion, with the liquidation of the affairs of the old regime still 
unachieved, with a foreign war requiring the active service of 
five armies, and presently a civil war. Absorbed in its own 
internal dissensions, it had no time to think of putting financial 
affairs in order; it did, however, take important and praiseworthy 
action for the unification of the various obligations of the gov- 
ernment by creating the Grand-livre (a list of the creditors of 
the State). It lived upon the only resource at hand, a resource 
left it by previous assemblies—the assignat. 

But the Convention was wrong in trying to identify the 
issue of assignats with the Revolution itself and to enforce it 
with the Terror, as it sought to enforce civism. Hence injustice 
and acts of violence. 


*It appears from a statement made by Cambon in the National Assembly that from 
the 1st of January to the 22d of September, 1792, there was turned into the Treasury 
911,000,000 livres in assignats, and of this amount there was then remaining in the 
Treasury but 56,000,000. The taxes for 1792 had not at that time been collected. 
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At the suggestion of Cambon “a forced loan of one milliard 
from rich citizens” was decreed (Prairial [May], 1793), upon 
the condition that the certificates of this loan should be used 
only in the purchase of public lands. This was an injustice; it 
scarcely affected the circulation, inasmuch as but a small portion 
of the loan could be collected. Assignats bearing the royal 
stamp, that is to say, those issued before the declaration of the 
Republic, fell in value a little less than the rest ;* the speculators 
were distrustful. This distrust so irritated the Convention that, 
without in any way securing holders against loss, it demonetized 
the 558 millions of royal assignats still remaining in the hands 
of the public,? of higher denominations than 100 livres, on the 
pretext that only aristocrats could hold assignats of high denom- 
inations. The currency was thus relieved to the extent of half a 
milliard, but only at the cost of a disgraceful repudiation. 

The opening of the Grand-livre, although an excellent measure 
in other respects, did not attract many assignats for conversion 
into rentes.3 

On 22nd September, 1792, the date of the declaration of the 
Republic, the total assignats issued amounted to 2589 millions, 
the total retired to 617 millions; there remained in circulation 
1972 millions. On 11th Brumaire of the year IV (2nd November, 
1795), the day following the close of the Convention, the total 
issue aggregated 23 milliards, and there remained in circulation 
19.5 milliards. 

These are the figures given by Ramel.t They are perhaps 
too low. A report to the Conseil des Anciens states that in 
November, 1795, the total assignats printed amounted 29,430 


‘Eight or ten per cent. less. 

?There had been 1,440,000,000 issued, but about 900,000,000 had been received 
back. 

3Cambon, who reported the project, estimated the total assignats outstanding in 
August, 1793, at 3,217,000,000; he estimated that of this sum one milliard would be 
absorbed by the forced loan, that one milliard would be subscribed for rentes in the 
Grand-livre, and that one milliard would remain in circulation as money. 


4Table given in Ramel’s work, Les Finances de la Republic Francaise en l’an IX. 
Ramel was Minister of Finance in the year IV. 
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millions, of which five milliards were still in the treasury and 
19 in circulation. The remainder had been cancelled. 

This immense issue of at least 18.5 milliards, nominal value, 
an average for three years of more than six milliards a year, 
began in a series of war measures authorizing issues based upon 
the assertion of those introducing the measures that the pledge 
of the public domain, which grew constantly through the confis- 
cation of the properties of the émigrés, more than covered the 
debt created by the issue. Later, to facilitate matters, issues 
were made simply at the discretion of the Committees of Finance 
and of Public Safety. 

To the mass of assignats issued by the government must be 
added a mass of counterfeit assignats thrown into circulation, the 
product of a shameless brigandage, which added to the discredit 
of the paper." 

It is not surprising that such an excessive supply resulted in a 
lowering of the value of the assignat and an inflation of prices. 
Although the law decreed the penalty of six months’ imprisonment 
for the first offence, of twenty years’ imprisonment for the second 
(ist August, 1793), and afterward (20th Floreal—r1oth May, 
1794) of death, for the tendering or receiving of assignats at 
less than their face value; still the assignats declined by 60 or 
70 per cent. during the first half of the year 1794. It is clear 
that the Terror violated all economic laws. By December, 1794, 
at the close of the Reign of Terror, the assignat had lost 80 per 
cent. of its original value. At the close of the Convention an 
assignat of 100 livres exchanged on the Bourse for 2 livres, I 
sou, 3 deniers in coin, a depreciation of 98 per cent.’ 

The Convention tried to stop the rise in prices of goods by 
fixing a “maximum.” Schedules were prepared covering all 
articles and affixing the prices of 1790, increased by one-third, to 

*It happened one day that the Army of the North seized at Ostend a chest contain- 


ing 2,270,000 livres in assignats which had been sent from Germany to the Paymaster 
General. Napoleon afterward adopted the idea and issued counterfeit notes in Germany. 


* According to Ramel. As compared with gold the depreciation was still greater, 
for the louis d’or (24 livres) was worth 2,500 livres in assignats. 
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which was added a further increase of five per cent. for wholesale 
and of ten per cent. for retail trade; the penalty of death was 
decreed against any merchant charging higher than schedule 
prices. But at this point the Reign of Terror failed in great part, 
for it was unable to habituate the business world to parting with 
a hundred livres’ worth of goods for 100 livres in paper money 
which would exchange for less than 60 livres in coin. The 
attempt to enforce the law only increased fraud, discouraged 
honest trade, and brought on a dearth, because owners hid their 
wares. 

At Paris it became necessary to deal out rations to the people. 
Each inhabitant presenting a ticket issued by the commune—don— 
was entitled to two ounces of bread and a measure of rice 
every day; but each one must fetch his own portion; applicants 
formed in lines before the doors of butchers’ and bakers’ shops ; 
they sometimes passed whole nights in waiting, and when the 
bread gave out before all had received their portion, the crowd 
broke out in imprecations. 

After the fall of Robespierre, and with him the Reign of 
Terror, it became impossible to retain the law fixing a ‘‘ maxi- 
mum”’; it was charged with having killed commerce and pros- 
trated agriculture. The law was repealed 2nd Nivose (22nd 
December), 1794. 

The maximum was not the only evil from which agriculture 
and commerce suffered. The sudden fall in value of the assig- 
nats, another consequence of the close of the tyranny of the 
Terror, forced the Convention to increase the issues; from 
January, 1794, to October, 1795, more than 12 milliards were 
created. Hence the fall of 98 per cent. which we have noted. 
What could be done with a money so debased? All social rela- 
tions based on money values were disturbed. 

In Messidor of the year III, a pound (more exactly a Avre or 
1 lb., 1 oz., 10% dr. avoirdupois) weight of bread cost 16 livres 
in assignats, in Brumaire of the year IV, 20 livres; a bottle of 
brandy was worth 30 livres in Messidor of the year III, 70 in 
Vendemaire of the year IV, 100 livres one month later ; a turkey 
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and two pullets were worth 400 livres in Vendemaire of the year 
IV; and eight months later, in Prairial, under the Directory, the 
turkey rose in value to goo livres, and a bunch of matches to 
ten livres. 


VI. 


THE END OF THE ASSIGNATS UNDER THE DIRECTORY. 


The Directory, which succeeded the Convention, had, from 
the first, but one idea with regard to the assignats : to rid itself 
as soon as possible of a currency which had lost almost all value, 
and which crippled the administration no less than it crippled 
commerce. ‘All expedients fail,” wrote the Directory in its 
first message to the Council of Five Hundred ; ‘‘a most appalling 
catastrophe threatens to destroy the Republic altogether unless 
some active and powerful remedy shall change, as it were ina 
moment, the aspect of affairs.” A forced loan was proposed 
and voted, but proved ineffective, as it had been under the Con- 
vention. Other projects failed. The system of assignats was 
condemned, however. ‘‘No measures can relieve the financial 
straits of the government,” Eschasseriaux declared to the Con- 
seil des Anciens. ‘The issues of assignats were to remedy all dis- 
orders and cover all expenditures ; the ministry of war has become 
an abyss.” On Ist Nivose of the year IV (22nd December, 1795) 
the Conseil des Anciens resolved that the amount of assignats 
printed should be raised as soon as possible to forty milliards, 
including all that might at that time be in circulation, and that 
immediately afterward the plates and stamps should be publicly 
broken, and that the assignats should be burned as fast as they 
were paid back into the Treasury. The Conseil des Anciens 
approved it, and the decree was put into execution. 

In fact, on the 30th Pluviose of the year IV (18th February, 
1796), at nine o’clock in the morning, with a great crowd of 
people looking on, all the tools which had been used in printing 
assignats were brought to the Place Vendome ; the plates and 
stamps were broken, and reams of paper and 1167 millions of 
assignats burned. Some days later Camus announced to the 











? 
; 
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Assembly that the total issue of assignats since the month of 
April, 1790, had been 45,481 millions; that more than six mil- 
liards had been cancelled, leaving in circulation 39,287 millions. 

“That is a mistake,” cried one of the deputies. So much 
obscurity surrounded the matter that the deputies who gave it 
the most attention were not themselves agreed upon amounts of 
the issues. Ramel, however, minister at that time, gives figures 
agreeing pretty closely with those given by Camus.” From his 
figures it appeared that the Treasury had paid out, all told, forty- 
eight and one-half milliards in assignats, nominal value—a number 
which appears incredible at first sight. But when one reflects 
that the last quotation on the Paris Bourse (2Ist Prairial of the 
year IV) was 3 sous 6 deniers in coin for an assignat of 100 
livres, it appears that the 35,420 millions outstanding at that 
date* represented only 62 million francs, a sum altogether insuffi- 
cient for the purposes of exchange, spite of the depressed state 
of trade. 

To the assignats thus distributed the Government afforded a 
refuge by receiving them in payments on the forced loan at the 


* Issues authorized by : 
Millions of Livres. 











Se CE BOI oi 6 oe isis ciccienicccsiccide dacdcaes cececces 1,800 
UO BIO BOTY oo. 5:5 66.05 66.55 ccc dicks cece cons cescesens 900 
I 655.04 6i0d ssn sn sdcemshecs ache send agmamasnndeeseus 7,178 
BE cheb kid tAAees Aes AEE Nae Raae Ameer ae eee 9,878 
Issues made on the simple resolutions of the Convention and the 
RA IE PII oo. 5:5 6:6.060:6:6:6.508 ister dacdedvece 35,603 
MN akctatiaek. eadducsearekia sti Menisisabebeeneamenente 45,481 
Deduct : 
SA Ti GS TI oa d.050.0.ns ee tsb oes pce csccincsscacéass 2.6 
EON FUP III a oi. 5a 5.5 6.0550 Sos n6nd 0460605060s00s000000 1.0 
PE 6606604. 5665 Kee Ca eee Codd aNd db40 deendiee neeueeads 3.6 
45,478 
Add: 
Reissued out of the 12,743,000,000 paid into the Treasury, about.... 3,000 
48,478 


? These 35.5 milliards not paid into the Treasury were not all in circulation; some 
were lying in the Treasury bureaus. Ramel thinks that the actual circulation never 
exceeded 30 milliards. 
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rate of 100 livres in assignats for one livre of the loan. It pro- 
vided a second refuge in permitting them to be exchanged for 
land scrip (mandats territoriaux) at the rate of 30 livres in 
assignats for one livre in land scrip. A law of 9th Messidor of 
the year IV announced that assignats of higher denominations 
than 100 livres which had not been exchanged for land scrip by the 
30th of the month would be cancelled. Small assignats, of five 
livres and upward, were put upon an equal footing with the land 
scrip, that is, they might be used in direct purchase of public 
domain at one thirtieth of their face value, and at the rate of 100 
for one in payment of contributions still unpaid until Ist Ger- 
minal of the year IV. 

Henceforth the assignats were nothing more than waste 
paper, repudiated by the State as they were rejected by com- 
merce; since 21st Prairial of the year IV they were not quoted 
_on the Bourse and had ceased to circulate. It was stupendous 
bankruptcy. ; 

VII. 
THE LAND SCRIP. 


On the 17th Ventose of the year IV the Directory had obtained 
authority to place on sale for the retiring of assignats national 
property to the value of one milliard, and to hold 800 million 
more at their disposition to defray the cost of the war. A sec- 
ond law, of 20th Ventose, placed immediately on sale the 1,800 
millions’ worth of property, and authorized the Directory to print, 
for the use of the Treasury, 600 millions inland scrip. A holder 
of this scrip might present it in any department where he wished 
to purchase landed property; the value of the land was to be 
determined by two experts, one chosen by the department, the 
other by the purchaser, and an immediate deed of sale given, 
the purchaser paying one-half down in scrip and the remainder 
within one month. On the 28th Ventose a third law increased 
the amount of scrip to be created from 600 millions to 2,400 
millions, in coupons of denominations from one livre to 500 
livres. While awaiting the printing of the scrip the Directory 
was authorized to issue promises to pay in scrip. 
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The land scrip, as we have said, was intended to serve as a 
means of converting assignats, at the rate of 30 francs in assig- 
nats for one franc in land scrip, so that the scrip should come to be 
the only outstanding paper of the Republic. It might be used in 
the purchase of public property on a basis of twenty-two times 
the rental in case of land, and eighteen times the rental in case of 
buildings. Contracts newly entered into between individuals or 
with the state were to be paid at par in silver or in scrip. Old 
contracts made during the period of assignats were to be paid in 
silver or in scrip, but on a scale constructed for that purpose. 

“Land scrip,’”’ said the Directory, ‘possesses an advantage 
which assignats did not have, the lack of which caused the depre- 
ciation of the assignats. This quality conferred upon scrip is 
that of being convertible at any time, without competition, with- 
out hindrance, without bidding at auction, by the immediate 
and incontestable preémption of that portion of the public domain 
upon which the bearer has fixed his choice, in any part of the 
Republic. It is a land bank, whose assets are palpable and noto- 
rious, a bank whose notes are convertible at sight, and whose 
security is fortified by the authority of the law which makes 
the notes a legal tender.” And it adds: ‘Your fate,O French- 
men, is entirely in your own hands; if the law dealing with the 
land scrip is faithfully observed, France will emerge from her 
revolution prosperous and triumphant ; if that law be not respected 
a profound abyss lies across your path.” 

The abyss was a reality; and it could not be filled up 
with land scrip. Neither its pretended easy convertibility, nor 
its forced circulation, nor the menaces of the government against 
stock-jobbers, could sustain the scrip. 

In Germinal of the year IV, when the promises to pay scrip 
began to get into circulation, they were at first quoted on the 
Bourse at 18 francs for a 100 franc note, and the scrip fell even 
more rapidly than the assignats had done, so that three months 
later, in Thermidor, it was not worth more than a third of what it 
had been (5 francs 17 sous). Undoubtedly there was speculation ; 
but the government could not blame the speculators for quot- 
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ing scrip at 18 francs per 100, for the government had itself 
fixed the rate of exchange with assignats at 30 to I, and 3000 
francs in assignats was, in Germinal, worth only 12 francs, and 
the Directory forgot, as the issuers of the assignats had forgotten, 
that paper which can be exchanged for land, and not coin, is not 
money. For some months scrip maintained a value of from 
seven to three francs per 100 francs only because speculators cal- 
culated that with 2200 francs in silver they might acquire real 
estate yielding a revenue of 1000 francs'—a paying transaction 
of which some individuals. took advantage, but which did not 
strengthen the credit of the Republic. 

The Directory, which had for a time hoped to keep up the 
value of the scrip by suppression of the assignats, in Messidor 
(June), 1795, decreed that scrip should no longer be received 
except in part payment for public property and at the rate of 
exchange quoted on the Bourse; then that it should not be 
received atall ; then that seven francs in scrip were to be accepted as 
the equivalent of one franc in silver in payment of taxes. Five 
months later (13th Frimaire of the year V—December, 1796) it 
was made receivable for taxes at its market value as quoted on the 


Bourse ; then (16th Pluviose—5th February, 1797) scrip and assig- 
nats of denominations below 100 livres ceased to be legal tender. 
Scrip for 100 livres was worth at that time 20 sous. On the 8th 
Floreal (28th April) it dropped from the list of quotations, and a 
decree dated 2d Prairial (21st May) definitively repudiated the 
21 milliards of assignats outstanding and the 24,000 million in 
scrip which had been issued. 


VIII. 
THE PUBLIC LANDS AND THE PUBLIC DEBT. 

The entire body of the public estates had been pledged as 
security for this paper money. These estates, which had been 
worth, according to Montesquiou, three and one-half milliards in 
September, 1791, had been increased, as we have said, by confisca- 


*When 100 francs in scrip was worth 12 francs in silver, that is, when scrip first 
appeared, in Floreal of the year IV. 
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tion of the estates of émigrés and by the conquests of the Republic. 
Rame! estimated their total value under the Directory at 3,300 
million francs, but this is an under-estimate.* | According to the 
figures given by him the actual value of the property purchased 
by the assignats was 1,500 million ;* but the price assessed to be 
paid in assignats was 7,483 million. From 28th Ventose of the 
year IV to 20th Fructidor of the same year, 611 millions of 
property, actual value, and rentes capitalized at 30.5 million were 
sold for scrip and money. The capital value of the public debt 
payable under the Directory was estimated by Ramel at 1,304 
millions, capital value,‘ or twelve and a half millions in rentes, of 
which the greater portion was paid off during the period of depre- 
ciated paper money.’ To this payable debt, the liquidation of 
the old regimé, was added all arrears of the Revolutionary period. 
Calculating the capital value of the rentes in perpetuity, of the 
life annuities and of the pensions, Ramel placed the total debt at 
about six milliards.° 
*Ramel’s estimate is partly conjectural and rests on the supposed real value of the 
properties, not upon the selling price. 
2,609 millions in estates sold. 
340 = “remaining on sale in the old departments. 
160 i “lying in the countries annexed on the left bank of the 
Rhine. 
200 “forest land added to the public domain. 
A deputy of the Convention, Johannot, estimated the value of the National estates in 
France in the greatly depreciated paper of the time at sixteen milliards. 
Eschasseriaux, in the year IV, estimated for the Conseil des Anciens, the value of 
the crown and ecclesiastical properties at 3,195,000,000, and the estates of the émigrés at 
2,058,000,000, making a total of 5,253,000,000 specie ; these figures are about the same 
as those which are based upon the estimates made at the restoration of the émigrés 
with regard to one milliard’s worth of property. (See Les Finances de ancien régime 
et de la Revolution, by M. RENE STOURM, vol. ii. p. 445 e¢ seq.) 
? The number of sales was 857,034. 
3The number of sales was 104,719. 
‘The chief items were: Payments of judicial and ministerial officers, the fonds 
d@'avance, civil and military guarantees and commissions, and arrears of departments. 
SRAMEL stated that in the year VI 1,164,000,000 in capital (717,000,000 of which 
were in assignats) and about eleven millions in rentes, were paid off. 
®5,817,000,000, according to the documents which he had collected during his min- 
istry. 
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Only a portion of this debt was comprised in the Grand-livre 
created by the Convention (Act of 24th August, 1793) ; this law 
consolidated the permanent debt, but without really improving the 
position of the holders of rentes, who were, for the time, paid 
only irregularly and by small installments. They were paid in 
assignats, at their face value, and were obliged to submit to a 
deduction of one-fifth of their dues under the name of tax. A 
law of 21st September, 1796, allowed them, it is true, to receive 
one quarter of their dues in coin, but the provisions of this law 
could not be carried out. 

A law of the 9th Vendemaire, year VI (30th September, 1797), 
treated creditors still more harshly. It declared that “every 
entry in the Grand-livre, whether a perpetual or a life annuity, 
liquidated or to be liquidated, should be paid off to the extent 
of two-thirds of it, one-third being retained on the Grand-livre.” 
Payment was in fact made, but in paper which had practically 
no value’, and the ‘consolidated third,’’ as it was called, was 
entered in a new Grand-livre and was not paid in anything but 
paper until 1801. It was in fact a repudiation to the extent of 
two-thirds, which reduced the rentes in perpetuity to 43.5 mill- 


ions, and the life annuities payable by the State to perhaps? a 
score of millions. 


IX. 
SOME CONCLUSIONS. 

We have given a brief account of the-course of events. We 
ought in concluding to indicate what is the responsibility of 
those who participated in these events, and what lessons Finan- 
cial Science may draw from this gigantic experiment. 

1. It isan error to suppose that everything of value may be used 
as money or even as security for a medium of exchange. Land, 
although regarded by the Physiocrats as the most stable of all 
property, is entirely unsuited for monetary purposes ; for, since it 

*The bonds of the two-thirds were for a time receivable in payments for public 


lands; under the Consulate they exchanged for rentes at the rate of 2000 francs 
for § francs in rentes. 


? The exact figure is not known. 
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cannot be transported or divided at will, as the precious metals 
can, the note representing it cannot be redeemed with ease; and 
it is unsuitable because the great majority of note holders do not 
wish to become purchasers of land. 

2. Paper drives out specie. Thus metallic money disappears, 
or becomes so rare, when paper money is issued in excess, that it 
can be bought only at exorbitant prices; this phenomenon mani- 
fests itself in a depreciation of the paper, in an abnormal rise in 
prices, and in a general disturbance of circulation. 

3. A majority of the men of the Revolution were mistaken 
in this respect, and they were confirmed in their error by the belief 
that the issue of assignats would assure the sale of the public 
lands and that that sale would assure the triumph of the Revo- 
lution. 

4. The heaviest responsibility rests upon the Constituent 
Assembly, which cut out of whole cloth a medium of exchange 
answering to the popular belief,—the illusory belief in a stable 
money. The Assembly, admitting that it was a resort to an 
expedient, might have used some prudence in meeting the running 
expenses until taxes began to yield an income, without throwing 
into circulation millions of assignats to discharge the payable 
debt; this payment might have been made provisionally in cer- 
tificates not to be circulated as money. 

5. The Legislative Assembly and the Convention, finding the 
Treasury empty and the sole resource at hand the assignats, 
used that resource; as they were unable to collect taxes, and as 
they had to carry on war against a European coalition, no other 
course was open to them, and they are not culpable on this head. 

6. But while paper money is a mark of poverty, it creates 
an illusion of wealth and incites to prodigality. When it is only 
necessary to put into operation a few printing presses in order to 
raise millions, a government is not bound to manage so carefully 
in order to keep expenditures within receipts. Moreover, a gov- 
ernment which issues paper cannot regulate the quantity accord- 
ing to the needs of exchange because it has no standard by which 
to measure those needs, while metallic money, thanks to foreign 
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trade, distributes itself automatically in response to the needs of 
exchange. If the Assembly expended in one year nearly one 
milliard in assignats, worth in coin about 750 million, the Con- 
vention in three years issued 22 milliards, which may be roughly 
estimated as worth more, probably much more, than four milliards,’ 
not including receipts from loans and from taxes in paper or in 
kind. There was also some waste, especially after the assignats 
came to be issued without authorization by decree, and at the 
same time great confusion; for many employes of the govern- 
ment or of the municipalities were poorly paid or not paid at all, 
and it became necessary to grant them aid in kind. 

7. The government complained a good deal of stock-jobbers. 
Speculation ran high. The blame, however, rests upon the gov- 
ernment which fostered speculation by its issues of assignats and 
of various other kinds of paper, and by frequent changes in 
measures relative to the purchase of land. 

8. The Convention is responsible for the tyrannical laws by 
which it laid violent hands on the circulation and on property : 
demonetization of the royal assignats, the forced loans, proscrip- 
tion of metallic money, the ‘‘maximum”-law. Experience has 
shown that if fear of the scaffold can suspend for a time the fall 
of a depreciated currency, by arresting the whole movement of a 
nation’s economic life, such reprehensible means simply dam up 
the evil which they appear to remove and bring on a more 
headlong fall. 

g. The Directory was justified in wishing to free itself once 
for all from the assignats. It was wrong in persisting in the 


*Computed on figures of issues and of circulation given by Ramel, there were 
issued (in milliards of francs) : 
2.7 prior to Floreal, year II. 
0.7 prior to Pluviose, year III. 
0.6 from Pluviose to Messidor. 
0.1 from Messidor, year III to Brumaire, year IV. 


4.1 
As the public accounts usually assign to the assignats their face value, or at least 


a value higher than the market value as quoted on the Bourse, the real expenditures 
would greatly exceed four milliards. 
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fundamental error of believing that the assignats might be 
replaced by land scrip. 

10. The Directory committed a still graver wrong in discharg- 
ing its paper money obligations by repudiation. The resorts 
which the government provided for the assignats and scrip were 
not sufficient, and some milliards remained in the hands of hold- 
ers as worthless paper. These milliards of assignats, it is true, 
were worth several hundred millions of francs on the Bourse; but 
commonly holders had received them in payments made at differ- 
ent times, and had received them at various rates and not from 
the Bourse; holders should have been assured of indemnification 
at some fixed rate, even if nothing better than certificates of rente. 
Repudiation, an evil in itself, weighed upon the credit of France 
and upon the political fortune of the Directory down to the 
coup d etat of the 18th Brumaire. 

11. It has been said that the assignats achieved the successful 
issue of the Revolution. It is true in one sense; for several years 
paper money was almost the only resource, and upon it the admin- 
istration subsisted and supported the war which was terminated, 
to the glory of the Republic, in 1797, by the treaty of Campo Formio. 
But the same ends might have been attained just as surely and 
with less hardship for the government and the people, if the legis- 
latures, knowing the nature of paper money, had used it only so 
far as was strictly indispensable. 

12. No government can confidently declare that it will never 
resort to the expedient of paper money. France made its first 
experiment, an altogether futile one, at the time of Law’s system ; 
a second, necessary but carried to excess, at the time of the 
assignats ; a third and a fourth, in 1848 and 1870, when the notes 
of the Bank of France were made legal tender, experiments which, 
as they were conducted with prudence and based upon a sound 
credit, were entirely successful, and have not involved any sensi- 
ble depreciation. Many other states have been obliged at one 
time or another to resort to paper money, and even today there 
are states under a régime of paper currency, some of them bearing 
it without much difficulty, while others suffer greatly. 
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The United States, during her war of Independence, that is, 
twelve years before the French experiment, found herself in a 
situation analogous to that of France.*’ The Americans, like the 
French, had suffered from lack of credit, from an enormous rise 
in prices, from reverses of fortune, and they, too, condemned and 
punished stock-jobbery. When, at the end of the year 1779, the 
issue of ‘Continental bills” had reached the limit fixed on Sep- 
tember I, $200,000,000 (the issue, however, had already reached 
a total of $241,500,000), paper depreciated by 97 per cent. In 
1780 Congress determined on a new issue of paper, to replace 
the old at the rate of 20 dollars for one dollar; then, as depre- 
ciation continued, at the rate of 40 dollars for one dollar (March, 
1780). But discredit fell upon the second issue as upon the 
first; conversion took place to a very slight extent; the new 
notes did not circulate widely, and before the end of 1781 the 
new paper had disappeared from circulation, canceiled in the 
hands of the holders. ‘Like an aged man,” said Ramsay, 
“expiring by the decay of nature, without a sign or a groan, it 
gently fell asleep in the hands of its last possessors.”’ 

At the same time the states issued some 209,500,000 dollars 
in paper of various kinds* and anarchy held complete sway in 
monetary matters down to the time of the adoption of the Con- 
stitution, when uniformity was introduced into the currency and 
the states of the Union forbidden to issue paper money. 

The United States made a second experiment at the time of 
the War of the Rebellion. An act dated 25th February, 1862, 
authorized the first issue of paper money, ‘legal tender notes,” 

vulgarly, “‘greenbacks,” to the amount of $150,000,000, which 
‘amount was raised by successive acts to $450,000,000 in 1863. 
As notes paid into the Treasury might be reissued, $1,650,000,- 
000 were paid out by the Treasury without there being at any 
time more than $449,500,000 outstanding. These notes depre- 


"See the résumé of the situation at that time in Money, by FRANCIS A. WALKER, 
P. 326 et seg. 


? There were in the Massachusetts Building at the Exposition at Chicago some 
curious specimens of bills of credit circulated at that period. 
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ciated at one time by 65 per cent. of their face value; depreciation 
was relieved by the successful issue of the war and by payments 
on the debt; the notes returned to par; in 1879 specie payment 
was resumed, and there remained in circulation only $346,500,000. 

It is precisely because no state is now threatened with immedi- 
ate dangers such as those undergone in the past, that it is desir- 
able to point out to those who administer the government the 
experience of history, and to impress upon the minds of all who, 
by writing, speech or action, are in a position to influence the direc- 
tion of public affairs, the conviction that paper money is of itself 
an evil, that it should be resorted to only to avoid a greater evil, 
that it ought, therefore, always to be issued sparingly and be sup- 
pressed as soon as possible, and that for the honor and credit of 
the country, as for the good of commerce and for the sake of 
justice, it ought not to be repudiated. 

E. LEVASSEUR. 


PARIS, FRANCE. 





MORTGAGE BANKING IN AMERICA. 


I. 


THE two large classes likely tu be benefited by the publica- 
tion of the last census mortgage returns are the American mort- 
gage borrowers and the American mortgage investors. I shall 
first state some facts, which have been compiled from the census 
and other returns, and shall then consider the relations between 
American mortgage borrowers and American lenders in the light 
of these facts. 

Of the census returns sufficient has now been published to 
show what the general situation is. The work done has been an 
immense one, since it has been attempted to tabulate all the 
mortgages recorded during the last ten years, and the method 
adopted to ascertain the present existing debt in force has been 
a bold one. Instead of taking the amount of mortgages uncan- 
celled on the records as the living debt in force, the average life 
of the mortgages that were cancelled of record between 1879 and 
1890 has been computed, and this has been applied to the entire 
recorded indebtedness in order to ascertain the indebtedness 
existing at present. From this has been afterwards deducted the 
percentage of partial payments as obtained for different portions 
of the country by a detailed, exact and personal investigation in 
102 counties. 

On the whole there can be no doubt that the results must be 
considered fairly accurate, coming, in Mr. Carroll D. Wright’s 
opinion, probably within from five to ten per cent. of the actual 
truth. Railroad mortgages have not been included in this 
investigation, but most other instruments for borrowing on real 
property have been tabulated, such as trust deeds, and the forms 
used most frequently in the South, unconditional deeds with a 
bond for re-conveyance, and vendors’ liens. The railroad contracts 
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1 The figures for Me., N. H., Vt., Mass., R. I., Conn., Md., 2As yet only partial statements are given for 
S. C., Mont., Wyo., U., Nev., N. Mex. and Id. are taken from the Ga., Mont., Wyo., U., Nev., N. Mex., Id. and Ari. 
Bulletins on ‘‘ Ownership and Debt,” and form a partial statement 3 Total for 2x States and Territories. 
only ; so also the figures for Lots for Ga., Fla., Ia., Wis. and Minn. 4 Total for 33 States and Territories. 


r Md., Ss. Cc, 
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of the land grant roads" and the state land certificates? have been 
excluded, as well as mortgages on churches and other property 
of a public nature. 

The tables on pages 204 and 205 have been compiled from 
the Census Bulletins that have been issued by the United States 
from time to time, giving more or less uniform and complete 
statistics for the respective states and also facts as to ‘ owner- 
ship and debt”’ based on partial returns. 

The total mortgage indebtedness of 33 states and territories 
thus is, $4,935,455,896, and if we assume the ratio of debt to 
assessed valuation? to be the same for the entire country as for 
these 33 states and territories, we find that the total mortgage 
indebtedness of the United States is, in round numbers, $7,100,- 
000,000. 

The rate of interest is high; over 5% per cent. in the East, 
about 8 per cent. in the South, nearly 7 per cent. in the Middle 
States, about 8 per cent. in the Western States, and over I0 per 
cent. in the mountain and arid states and territories. And for 
the West and South it would be safe to add from one-half to one 
per cent. per annum for the commission of the loan agent, which 
is frequently deducted from the principal sum of the loan when 
made, so that the rate appearing on the records is less than what 
the borrower is actually paying. 

The average life of each mortgage is nearly six years in the 
East, while in the South it is about three, and in the West nearly 
four years. The high rates of interest in the latter two sections 
of the country explain why the borrowers there should be more 
anxious to pay off their mortgages quickly. The rapidly increas- 
ing wealth of these same sections, moreover, accounts for the 
mortgagors’ ability to do so, as shown by the above figures. 

In comparison with other countries, the ratio of mortgage 


* Under which there is, according to Extra Census Bulletin No. 28, due $31,102,433 
to fifty-six railroads. 

2 On which there is due $26,462,223 to ten states, zdzd. 

> As the latter is given for December 31, 1890, in Poor’s Manual of Railroads for 


1892, p. xxii. 
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indebtedness to the value of the property is low, only 18% 
per cent. of the value of all property being represented by mort- 
gages. Over one-half of the property of the country is free from 
incumbrance, the remainder being subject to a debt of some 35 
or 40 per cent. of its value. 

It is apparent that, with the increasing abundance of capital 
and the rising value of property, not only the average life of the 
mortgages, but also the mortgage indebtedness itself is increas- 
ing. In the West this increase seems to depend on the facilities 
for borrowing, more than on anythingelse. The year when the 
greatest number of mortgages was recorded was 1887, which was 
the very time when the newly organized Western loan companies 
were finding it easy to dispose of mortgages in the Eastern states. 
There is nothing alarming, however, in this increase, as about 60 
per cent. of the mortgages were incurred in purchasing, and about 
20 per cent. for the purpose of making improvements." On 
the whole, therefore, the borrowers are not spendthrifts ; but, on 
the contrary, persons whose circumstances are improving, largely, 
no doubt, laborers in the cities who have bought homes, and 
young farmers in the West who have not yet paid for their farms. 

A special census investigation in 17 counties in five states 
shows the amount of mortgages held by local investors. In 
the two counties of Alabama, for which we thus have figures, 
33.22 per cent. and 50.05 per cent. of the amount of the 
mortgage indebtedness was estimated to be due to residents of 
the state. In four counties of Illinois, the proportion was from 
35.60 per cent. to 78.93 per cent.; in four Iowa counties, from 
32.98 to 74.79 per cent. ; in five Kansas counties, from 28.75 to 
36.06 per cent., and in two Tennessee counties, from 76.84 to 
93.65 per cent. The total number of mortgages included in this 
special investigation for seventeen counties was 17,764, of which 
number 59 per cent. were held by residents of the respective 
states The total amount was $19,479,586, of which 48 per cent. 

* Of the mortgages on farms 67.05 per cent. was for purchase money, 4.85 per cent. 
for improvements, 5.48 per cent. for both objects combined; on homes 47.95 per cent. 


for purchase money, 26.60 per cent. for improvements, 7.55 per cent. for both objects. 
—Extra Census Bulletin No. 63. 
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was held by residents of the same state in which the mortgage 
was made.' 

From an attempt to further investigate where the mortgages 
of the United States are owned, the following results have been 
obtained : 








MortcaGes Hep sy Dirrerent INvEsToRS.? STATED. EstTImMaTED. 





171 Fire and Marine Insurance Comgenies 

licensed in Illinois, 1892 - - $41,937,522 
Other Fire and Marine Insurance Companies - $15,000,000 
36 Life Insurance Companies ‘licensed in 5 caste 

in 1892 - - - 328,852,856 
Other Life Insurance Companies - 10,000,000 
Total net Assets of 5860 Building and Loan Ao 

ciations, as Estimated by Mr. one - — 496,928,405 
Benefit and Aid Societies - - 10,000,000 
643 Mutual Savings Banks - - - - 602,734,720 
416 Stock Savings Banks - - - 112,097,856 
3191 State Banks - - - : 45,025,576 
1161 Private Banks - - - - - 13,782,512 
168 Loan and Trust Companies - - - 55,098,822 
Other Mortgage Companies - - - 51,627,531 35,000,000 
English Debenture Companies - - - 100,000,000 





Total - - - - - - $1,748,085,800 $170,000,000 








Grand Total - - - - $1,918,085,800 








Deducting the grand total from the total amount of mort- 
gages leaves, roughly estimated, $5,182,000,000, which we must 
suppose to be held by private persons in America. Supposing 


*Of mortgages to the value of $45,619,205 recorded from 1879 to 1890, in the 
17 counties specially investigated, $27,251,662, or 59 per cent., were for purchase 
money, but both from the capitalists’ and the borrowers’ point of view, it is immaterial 
whether the debt is a balance unpaid or a loan to be repaid. Rate of interest on the 
one hand and security and marketableness of the bond on the other are the things to 
consider. 


2 All these figures, except those estimated, have been taken from the /surance 
Report of Illinois for 1892, from the Proceedings of the World’s Congress of Local 
Building and Loan Associations, held in Chicago, 1893, and from the Report of the Comp- 
troller of the Currency for 1892, vol. i. The figure of $51,627,531, for “other mort- 
gage companies,” has been obtained by taking first the amount of debentures as stated 
for the sixty-five companies referred to farther on, and deducting therefrom the amount 
of debentures issued by the trust companies reporting to the Comptroller of the Cur- 
rency. This figure, therefore, represents a minimum stated amount of mortgages on 
hand to be added to the amount stated by the Comptroller. 
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that the ratio obtained in the census investigation for the 
17 counties above mentioned of 48 per cent. for the relative 
amount held by local investors, would apply to half of these 
mortgages, amounting to $5,182,000,000, and that the other half 
(supposed to cover such states as New York, Pennsylvania and 
Massachusetts) are held entirely by local investors, we get the 
following result : 


Savings Banks, Insurance Companies, etc. (Mort- 

gage Companies excepted) - - - -  $1,778,000,000 
Local Investors and Capitalists - - : 3:9 38,000,000 
Non-resident Investors holding Individual Mort- 

gages - - - - - - - - 1,244,000,000 
American Mortgage, and Loan and Trust Companies 140,000,000 


Total - . - - - . - -  $7,100,000,000 


That is to say, less than two per cent. of all the mortgages of 
the country are held by the mortgage loan companies. About ten 
per cent. are held by the savings banks, and about seven per cent. 
by the building and loan associations, about five per cent. by insur- 
ance companies, about 55 per cent. by local investors who have, 
in most cases, made the loans or sold the property themselves, 
and about 18 per cent. by non-resident investors. These figures, 
while being only a rough indication, are still suggestive. 

The resident persons holding mortgages, themselves usually 
also the mortgagees, form the largest class of mortgage investors, 
and this fact is essentially characteristic of the American way of 
making mortgage loans. Under an ideal system of mortgage 
banking, the capital available for permanent investment would be 
distributed where most needed. But the actual facts are different, 
and there is considerable friction impeding the free movement of 
such capital. In one part of the country the rate of interest 
paid on a mortgage loan is with equal security twice as high as 
another.t So that in America the making of a mortgage loan is 
esssentially a local transaction. 


*To Western people this fact is well known. The census mortgage returns show 
the proportion of the value loaned to be at least as low in the West as in the East. 
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Furthermore, in the sense in which railroad bonds are avail- 
able, American mortgages are not available securities, and usually 
remain all their life the property of the mortgagees themselves, 
As the census figures show, the average mortgage is for only 
some 35 per cent. or 40 per cent. of the value of the property, 
so there is no doubt that the average security is greater than in 
the case of the railroad bonds. But the mortgages are not 
bought and sold to the same extent, and largely for that reason 
the rate of interest is higher ; so that, while the average rate of 
interest on the railroad bonds is only 4.36 per cent., the mort- 
gages draw on the average even more than 6.73 per cent. 

Perhaps some explanation of this rigid and local character of 
mortgage banking in America can be found by examining the 
American mortgage loan companies, which are in several respects 
different at once from the English colonial debenture companies, 
and the mortgage banks of the continent of Europe. 


II. 


The first feature of mortgage banking in America which 
strikes the observer is that the mortgage companies are many in 
number, the capital of each, with a few exceptions, being small. 
This feature is characteristic of all banking in America, and just 
as we have no national bank, which can be compared to any one 
of the three great European banks, so also we have no mortgage 
company in any way comparable to the Credit Foncter of France, 
whose business more than twice exceeds that of all of the twenty- 
eight mortgage companies licensed to do business in the State of 
New York in 1893. 

The mortgage loan companies of America are of com- 
paratively recent date. While brokers and companies have long 
been negotiating individual mortgages, guaranteed and unguaran- 
teed, the first company to issue debenture bonds secured by 
mortgages deposited in trust, seems to have been the Iowa Loan 
and Trust Company of Des Moines, Iowa, which made its first 
issue in 1881. This company was founded in 1872 ; the J. B. 
Watkins Land Mortgage Company, in 1870; the Middlesex 
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Banking Company, in 1873; and the New England Loan and 
Trust Company, in 1876. 

But the earliest issues of debenture bonds of these latter 
companies are of 1885, 1886 and 1887. Of the companies 
licensed in New York in 1891, two were founded in 1880, four 
in 1882, two in 1883, six in 1884, two in 1885, three in 1886, 
three in 1887, five in 1888, four in 1889 and two in 1890. In 
addition to these are mentioned 128 others that had not been 
licensed but were doing business elsewhere. 

Altogether there are 65 different mortgage loan companies 
that have been licensed for 1893, in one or more of the three 
states of Massachusetts, New York and Connecticut, and whose 





combined balance sheet is as follows : 
ASSETS. 

Loans secured by first lien on real estate 

Loans secured by second lien on real estate 

Earned commissions on debenture loans 

Loans on collateral and personal security - 

Tax sale certificate - - - - 

Stocks and bonds” - 

Office building - 

Other real estate - 

Real estate by foreclosure 

Foreclosure expense 


Premiums paid - - 
Furniture and fixtures - 


Current expenses - : 

Past due interest matured within the last 60 days 
Past due interest remitted for but not paid to us 
Past due loans remitted for - - ° 

Due on uncompleted loans - 

Due from branch offices and agents 

Due from sundry persons - : 

Due from banks and bankers 

Cash in office - 

Other assets 


Total assets 


$70,151,306 
2,125,437 
493,798 
4,420,429 
364,881 
10,944,927 
65,751 
2,538,729 
4,684,637 
438,430 
536,872 
114,814 
360,556 
568,855 
1,134,814 
1,754,220 
68,749 
9355351 
622,455 
3,208,691 
237,942 

-  3541,090 


$109,312,734 
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LIABILITIES. 
Capital paidin~ - . - - $24,926,924 
Surplus and undivided profits - 5»464,756 
Guaranty fund” - - - : : : : 358,835 
Bills payable’ - - - - 2,649,086 
Debentures outstanding - - - - 62,571,311 
Dividends unpaid - - - - - - - 25,912 
Interest paid in advance by borrowers’ - - - - 221,019 
Loans paid but not remitted for - - 943,184 
Due borrowers on uncompleted loans - - - 740,726 
Trust savings deposits - : - - - - 821,552 
Certificates of deposit bearing interest’ - - - 35313,772 
Deposits awaiting investment - - - 1,084,237 
Other deposits - - - - - 2,797,004 
Due to branch offices and agents - - 382,208 
Due to banks and bankers” - - : - 202,426 
Other liabilities - - - - - 2,809,782 


Total liabilities - - - - - - $109,312,734 
The guaranteed mortgages outstanding amount to $70,468,266 ; 
unguaranteed mortgages outstanding, $36,723,908; the average cap- 
ital would thus be $383,490; the average surplus and undivided profits, 
$84,073; the average amount of first mortgages on hand, $1,079,250. 
Estimating that there are, in addition to these 65 companies, 
100 others, each averaging one-fourth of these amounts, we 
obtain an approximate total capital of $35,514,224, a total sur- 
plus and undivided profits of $7,566,556, and a total amount of 
first mortgages on hand of $97,132,506. 

As the entire banking capital of the country,’ surplus 
included, is $1,749,589,305, the combined capital and surplus of 
the mortgage companies is only a little over two per cent. of the 
total. 

This is a very small proportion, and the distribution also of 
the 167 companies named in the New York Report for 1891, 
shows that most of their business is concentrated in a few states. 


These companies are located as follows : 
: As computed from the figures of the Report of the Comptroller of the Currency, 
1892, vol. i. 
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Vermont - 
New Hampshire 
Massachusetts 
New York - 
Connecticut 


Kansas - - 44 Texas 
Kansas City, Mo. 18 Minnesota 
Nebraska - - 23 Colorado - 
Iowa - - 18 Illinois” - 
North Dakota - to Montana - 
South Dakota - 8 Washington 
Missouri (except Georgia - 
Kansas City) - 4 Florida - 


167 


Nene STOW 


Some of the companies in the Eastern states have undoubt- 
edly been organized there chiefly for the sake of convenience, 
most of the loans in fact being made in Western states. 

Probably the origin of most of these companies is closely 
connected with the homestead laws, most of their business 
having been the making of loans to the new settlers as soon as 
these had lived long enough on their land to obtain a patent 
from the Government. And the fact that many of the settlers 
in such states as Dakota, Nebraska and Kansas have taken up 
claims without making valuable improvements on them, have 
obtained title, mortgaged the land, and then immediately aban- 
doned it, has been detrimental to several companies that had 
been led too far west by the prospect of obtaining large profits. 
Other companies have suffered on account of crop failures, and 
others again because their managers were unable to resist the 
temptation to use their institutions for the purpose of floating 
new speculative enterprises. 

In the excellent New York Report of 1891, Mr. Chas. M. 
Preston discusses at length the causes for such failures as had 
then taken place. He states that almost all the unsuccessful 
companies were new ones, having been in business less than five 
years; and he thinks the main cause of failure is, perhaps, the 
reckoning of second mortgage commission notes as cash profits, 
which has led many companies to declare and pay large divi- 
dends before they had actually earned and collected them. He 
calls the attention of investors to the fact that the trustees do 
not guarantee the bonds, and refers to the care which must be 
exercised by all Western loan agents, in order not to be misled 
by the representations of would-be borrowers. 








214 JOURNAL OF POLITICAL ECONOMY. 


Both in the Massachusetts and in the New York reports it is 
pointed out that the custom of not taking care that the assign- 
ment of the mortgages underlying the debentures is recorded in 
the name of the trustee, is a practice which is fraught with 
danger ; since in the event of a failure other creditors might gain 
priority over the holders of debentures. Of course, it may be 
inconvenient for an American company in the West to have such 
assignments made to an Eastern trust company of record, and to 
have its mortgages released direct by the latter when they are 
paid, but it would seem as if this was the only course to be 
adopted for the absolute protection of the bondholders. 

The examination of the affairs of these companies by Eastern 
banking commissioners marks progress. Of local examination, 
there is so far but little. The companies of New Hampshire, 
Connecticut, New Jersey, Minnesota, South Dakota and Georgia 
state that they are so examined. Also in Kansas and Nebraska, 
according to some of the companies, an annual statement is 
required. In most states there is absolutely no examination, 
but the inspection by Eastern commissioners, such as those of 
New York, Massachusetts and Connecticut, has already proved 
valuable. * 

As to how mortgage companies should be inspected, Mr. 
Preston quotes some excellent answers, given him by various 
companies, of which I repeat a few: 

1. Examine its loans. 

2. Consider its amount of unguaranteed .loans as compared 
with its capital ; whether its officers can personally supervise its 
business in detail; whether the property on which it loans is 
good revenue property; whether the laws in the community in 
’ which it places its funds are favorable; whether it takes second 


mortgages or cash for commissions. 

3. Whether the management has had a number of years of 
successful experience in the business; the proportion of the cap- 
ital of the company owned by officers and managers; field of 


*One well known company that has recently gone into the hands of a receiver, 
was not licensed to do business in New York for the year 1893. 





MORTGAGE BANKING IN AMERICA. 215 


operation; amount of guaranteed loans; number of fore- 


closures. 
4. Proportion of actual cash paid in as capital to volume of 


business; policy in regard to accumulating surplus instead of 
dividing the earnings. 

An examination of the figures given above shows that by far 
the greater portion of the capital is not invested in mortgages, 
but in stocks and bonds (often doubtful securities issued by 
small Western companies), in real estate, in loans on personal 
and collateral security, and the like. Still there is, over and 
above all these items, a margin of additional security, consisting 
in the excess of mortgages over debentures, which amounts to 10 
per cent., a proportion at least equal to that in the banks of the 
continent of Europe, and amply sufficient, provided the loans 
are made with ordinary care. 

The amount of $4,684,687, represented by real estate by 
foreclosure, is no doubt a slow asset, but, with the exception 
perhaps of some of the arid lands west of the Missouri River, 
nevertheless a good asset, on which a considerable profit is likely 
to be realized, owing to the certainty that the property wil 
advance in value." 

Some of the companies appear from their statements to be 
doing a general banking business in addition to their mortgage 
business, about one-half the deposits being represented by loans 
on personal and collateral security, and the other half by stocks 
and bonds. The transaction of a small general banking busi- 
ness, certainly, is a proper feature of mortgage banking, because 
it is desirable that every mortgage company having to make 
large payments of interest should have a certain portion of its 
assets invested in more readily available securities than real 
estate mortgages. 

That the Eastern States do not at present afford a good 
market for the securities of these companies, is shown by the 
fact that 35 companies licensed in the State of New York during 


*The foreclosure profits of the Connecticut Mutual Life Insurance Company up 
to January 1, 1888, were $752,175.17. Political Science Quarterly, vol. v., p. 27. 
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the year 1889-1890 sold but $7,366,000 in securities there, or 
only 20 per cent. of the average annual business of these com- 
panies for the last five years. One well known company, for 
example, which has an expensive office in New York sold in that 
year only a little over $350,000, which is not a brilliant showing, 
considering the large expenses involved for such an office, in 
addition to such commissions for agents as would in some 
instances be paid. On the whole, these sales of only $7,366,000 
in the State of New York, do not indicate a very flourishing con- 
dition of affairs, since New York City is, next to Philadelphia, 
perhaps the most important market for debenture bonds in 
America. In Massachusetts the savings banks have been pro- 
hibited from investing in other bonds or mortgages than those 
which are secured by property within that commonwealth. In 
Massachusetts, in 1891-92, there were sold only $2,300,365 by 
forty companies ; and in 1892 twenty-five companies in New York 
sold only $4,152,282—figures which show that Eastern investors 
have on the whole preferred other forms of investment. 

One probable reason for this limited amount of business is to 
be found in the fact that the companies are selling the individual 
mortgages themselves to a greater extent than debentures based 
thereon. Of the 39 companies licensed in New York for 1891, 
there were nine, and of the 50 companies licensed for that year 
in Massachusetts, there were 19, that had issued no debentures 
at all. Some of the companies have almost all their loans rep- 
resented by debentures, some have negotiated chiefly guaranteed 
mortgages, and others again principally or exclusively unguar- 
anteed ones. The 65 companies from which we have statements, 
have, as shown above, almost twice as large an amount of mort- 
gages outstanding as of debentures, and if the unlicensed smaller 
companies were included, as well as all the business done by 
mortgage-loan brokers in the cities, the difference would be still 
greater. 

It is remarkable that the public should prefer an individual 
mortgage to a debenture bond, when the latter seems both safer, 
and, when the company is responsible, more collectible than a 
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separate mortgage. Perhaps some explanation is to be found in 
the fact that the debenture system is still a somewhat recent 
departure in America; and another cause probably is that neither 
the trustees for the bonds, nor the loan companies themselves, 
have the unlimited confidence of the investors. Even though 
they must go to the trouble of having all assignments recorded, 
must look after taxes and interest, and have only one property 
as security, instead of an undivided interest in a number of 
mortgages which mutually insure one another, the investors 
apparently prefer to hold the mortgages themselves. The fact 
that thus far the practice in America has been to issue short 
time debentures may be still another cause, since there is consid- 
erably more risk involved in the guaranty of these short term 
bonds, than bonds such as are issued by the European mortgage 
banks. 

Another factor which has tended to diminish the business of 
these small American companies, is the fact that none of them 
has its bonds listed on the exchanges, as is the case in Europe. 
In truth, each company seems to depend principally upon some 
one locality where its officers are personally acquainted in which 
to sell bonds or mortgages. The result of this is that at one 
time such a mortgage company has sufficient money to loan, but 
at another time it has not nearly enough, so that its agents are 
often obliged to keep their customers waiting for months. When 
the business is but small the expense of having somebody con- 
stantly traveling in the East for the purpose of selling bonds, or 
of having a permanent office in New York, is also considerable. 
And the bonds themselves are not as attractive as investments as 
the railroad loans, because they are not listed, and so are not 
readily convertible into cash. 

Nor can it be doubted that the listing of the bonds has the 
effect of directing the attention of the bondholders to the affairs 
of the companies far more effectively than when each bond 
owner is acting singly for himself. It is after all a very simple 
matter to investigate the affairs of a loan company. Having a 
list of the borrowers from the trustees, the examination of a few 
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of the loans will soon show how these have been made. The 
expense is the only obstacle, at present, preventing the holder 
of one or two bonds from doing this for himself, an expense 
which would be nominal when many bondholders participated. 
The recent failure of a few well known American companies must 
largely be attributed to speculation by the managers, which they 
would never have dared to commence in case their bonds had 
been subject to the vigilant scrutiny of the Wall Street speculators. 
As for the bonds themselves, they are usually for short terms, 
varying as follows in 1891": 
Less than 5 years” - 
5 years ° . - 
Between 5 and Io years 
10 years ° ° 
Between 10 and 15 years 
15 years - - 
20 years ° ad 
3, 5, 7 and to years - 
Often the bonds are redeemable sooner at the option of the 
company, the majority of the bonds being “5-10” bonds, a period 
which is very short in comparison with that usual in Europe, 
where the far safer practice is to have the average life of the 
bonds 25 years or more. 
The rate of interest at which debenture bonds have been cer- 


tified are as follows :? 


$101,022 
10,705,229 
5,927,348 
25,768,833 
1,742,500 
929,000 
600,000 
3,320,880 








Companies Licensed in Companies Licensed in Companies Licensed in 


Per Cent. 


New York, 
1890. 


assachusetts in 
1891, 


New York, 
1892. 





AK 


ww 


\S 


SID MNase 
NN 


Not stated 


None. 
None. 
$4,545,027 

563,052 
30,675,673 
348,550 
4,069,595 
470,710 
3,341,500 








$1,047,849 


7:797,701 
872,128 
34,143,131 
470,165 
4,280,225 
25,538 
25,538 





$134,545 
697,493 
10,182,782 
1,050,000 
31,237,050 
633,177 
4,268,145 
None. 





*As computed from the figures furnished by fifty companies licensed in Massa- 


chusetts for that year. 
? As computed from figures furnished in the respective state reports on foreign 


mortgage companies. 
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That is to say, the average is a trifle under 6 per cent. And 
as the average rate of interest in the states where these companies 
loan on mortgage is about 7% per cert. or more, this means that 
the average gross profit to the companies is at least 1% per cent., 
exclusive of commissions which would in some cases be paid to 
agents, and in some cases to the companies themselves. 

A mortgage company, therefore, first loans out its own cap- 
ital at an average net rate of 7% per cent., then it sells deben- 
tures, and loans out again the money received from the sale of 
these debentures. A company that, for the sake of illustration, 
can loan every year only twice the amount of its own capital 
stock, and can at the same time keep its own capital permanently 
invested in mortgages, earns twice 1% per cent. or 3 per cent.; 
the average life of the mortgages being nearly five years, this 
means earnings of five times 3 per cent. or 15 per cent. plus 7% 
per cent., the permanent interest on the invested capital stock, or 
22% per cent. per annum. The figures show that many com- 
panies have turned their capital more than twice a year, the 
Lombard Investment Company, The Equitable Mortgage Com- 
pany, The Iowa Loan and Trust Company, and the New England 
Loan and Trust Company being all instances to the point. 

This view of the profitableness of the mortgage loan business 
is amply corroborated by the statements of the companies them- 
selves. The dividends for the last five years, as stated by the 
companies in the Massachusetts report for 1891, average over 9 
per cent., there being very few cases of less than 8 per cent., and 
in addition to this, many companies have accumulated large 
surplus funds, which have from time to time been added to the 
paid-in capital." 

If, taking up a few specific cases given in the New York 
report of 1891, we divide the surplus by the number of years 
the company has been in existence, and add the amount so 
obtained to the stated dividends, the following percentages are 
obtained as the approximate actual net earnings of these 
companies. Omitting the names of the companies it may be 


* During the last two years the dividends have in some cases been reduced. 
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stated that apparently one company for eight years earned 21,5, 
per cent.; another for six years, 19 per cent.; another for five 
years, 13 per cent. (so stated by itself); another for eighteen 
months, 16% per cent.; another commenced in 1885 witha cap- 
italof $10,000, and had, on October I, 1891, earned $79,260; 
another earned Ig per cent. for seven years ; another (in Wash- 
ington Territory and State) earned 33% per cent. for five years. 
These are fair average examples; and where the amount loaned 
has been large, these high profits would indicate excellent man- 
agement rather than exorbitant rates charged to borrowers. 

There is, however, one fault which should be pointed out in 
many American mortgage companies, and of which it must be 
said that it cannot lead to a permanent and mutually satisfactory 
business; that is the practice of loaning out money which is 
obtained at 6 per cent. at something like 10 per cent. and so 
obtaining a high profit, not by doing a large business, but by earn- 
ing a wider margin than is fair to the purchasers of debentures. 
In case such a loan runs five years, the debenture drawing 6 per 
cent. and the mortgage IO per cent. interest, the total profits of 
the company on one transaction would be 20 per cent. of the 
amount loaned. 

This feature may be illustrated by referring to a company 
which was organized in Kansas in 1886. On September 30, 1891, 
this company had a paid-in capital of about $62,000. It had 
paid since founded about 18 per cent. dividends, or $55,800; 
and accumulated a surplus of $10,000 ; total earnings, $65,800, 
or $13,160 per annum, equal to a little over 21 per cent. The 
total amount loaned by this company to date was $300,000 or 
$60,000 per annum. The annual net earnings were $13,160, and 
the company therefore earned 22 per cent. net, and over 22 per 
cent. gross on each loan made. We do not know at what rate 
this company loaned its funds, nor at what rate it obtained its 
money. It issued no debenture bonds whatever, and probably 
took its profits in second mortgages on the farms of the bor- 
rowers. The mortgages negotiated by the company may not 
have been an unsafe investment, but it is perfectly clear that the 
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borrowers were paying at least 10 per cent. and probably from 
10 to 15 per cent., while the investors were obtaining only from 
6 to 7 per cent. The fact that such business has been possible 
in the West shows how badly organized the mortgage loan sys- 
tem of America is, and conclusively proves that there is room in 
America for many more large, safe and conservative loan com- 
panies than there are at present. 


Ill. 


The high rates of interest paid by borrowers in America 
have, of course, encouraged the formation of mortgage com- 
panies; but, as we have seen, these are nevertheless small, of 
local origin, local in character, and do not meet the demands of 
Eastern investors, chiefly, no doubt, because their bonds are not 
listed. And for the reason that the mortgages and debentures 
they are offering are not greatly superior to the individual mort- 
gages themselves, these companies have been unable advanta- 
geously to take up the mortgage loan business of the cities and 
towns,— a business which is entirely in the hands of local 
agents who negotiate the loans, and sell the individual mort- 
gages chiefly to local investors. But the census returns show what 
immense amounts are invested in mortgages on lots. In the 
larger towns and cities the evils inherent in the present Ameri- 
can methods of mortgage banking are felt to a less degree than 
in the country, for the simple reason that in a city it is easier for 
the borrowers and lenders to come together. The varying rate 
of interest on lots throughout the country shows also that— 
even for city loans, and especially in the matter of smaller loans 
—capital flows from place to place with great difficulty. 

The advantages and disadvantages of the present system may 
now be considered first from the borrower’s and then from the 
lender’s point of view. 

For the borrower, the manner in which mortgage loans are 
made in America today is both expensive and inconvenient. A 
loan is usually obtained through an agent or broker, whose com- 
mission is rarely less, and on farm mortgages often more, than 
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2% per cent. on a five-year loan, the commission thus averaging 
rather above than below 10 per cent. of the whole amount of 
interest paid, and on Western farm loans it is safe to say that 
20 per cent. of the entire amount of interest paid during the 
life of the mortgage would be nearer the average commission 
than 10 per cent. The average cost of a loan to the borrower 
is thus considerably more than the rates of about 7.50 per cent. 
as given by the census. Even at so high a rate, it is not always 
easy to obtain a loan. The mortgage loan companies are often 
temporarily short of available capital ; the brokers will promise 
to make the loan, but it often takes weeks, and even months, 
before they succeed in procuring the funds. This applies both 
to country and in a less degree to city loans, and is not a desirable 
state of affairs from the point of view of the borrower. 

From the point of view of the investor, the direct purchase 
of a mortgage which is not guaranteed by a firm of bankers, or 
by a responsible loan agent or company, may be a thoroughly 
safe investment; but it is entirely satisfactory only when the 
investor is personally familiar with the property mortgaged, and 
can always be present to see that the taxes are paid, to see that 
the insurance is kept up, and when, furthermore, he is able at 
any time to take steps to protect himself in case of default. 
Generally speaking, a single mortgage is not as safe as a deben- 
ture bond, because the mortgages deposited with the trust com- 
pany mutually insure one another, and because the whole issue 
is further guaranteed by a company with some capital of its 
own. And even though the security may be good, and while 
there may not be any prospect of actual loss by a person own- 
ing a separate mortgage, it should still be considered that there 
may be both trouble and delay before the money can be 
obtained. As the law of foreclosure differs in different states, 
this difficulty is felt especially by non-resident investors, who 
have, as above estimated, large amounts thus invested in other 
states, a portion only of which is guaranteed by the mortgage 
companies, brokers and agents. 

In availability, a separate, unguaranteed mortgage is certainly 
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inferior to a good debenture bond. If it is desired to sell the 
former, the purchaser must investigate in detail, not only the 
mortgage itself, the abstract of title, etc., but he must see that 
the taxes have been paid, and the insurance kept up, and must 
examine also the property itself; or else he must rely, in regard 
to most of these points, on the statement of the person wishing 
to sell the mortgage. It is furthermore necessary for the pur- 
chaser of such a mortgage to have the assignment to himself 
put on record at once for his own protection, an unrecorded 
assignment being worthless as against other creditors. So there 
is considerable expense and trouble connected with such a 
purchase. 

For these reasons it is evident that the market for a sepa- 
rate mortgage is almost of necessity restricted to the immediate 
vicinity of the property itself, whereas a debenture bond can be 
sold wherever the issuing company is known; and it would 
seem as if it would be better for both resident and non-resident 
investors in individual mortgages to hold listed debenture bonds, 
than to hold such mortgages, even if the rate of interest 
obtained from the former might then be a little less. It would 
mean to them a saving of legal fees, traveling expenses, trouble 
and delay, and they would then be sure of having both principal 
and interest paid on the date when due, and of having an invest- 
ment which would be available at any time. 

But a debenture bond is most available only when listed on 
the exchanges. The debentures, as issued at present, are in this 
respect not superior to a mortgage that is guaranteed by a firm 
of private bankers or brokers, or a small loan company, and 
thus not subject to all of the objections alluded to. But neither 
can such a guaranteed mortgage, especially when guaranteed by 
a small company, be compared in availability with a railroad 
bond or with such bonds as those issued by the European mort- 
gage banks. 

There are, in addition to the investment in debenture bonds, 
several other indirect ways in which the American investors are 
really holding mortgage security, and I shall briefly examine the 
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advantages and disadvantages of these different modes of 
investment. 

The mortgages held by trustees, by corporations, and by 
the fire and marine insurance companies will not be included 
under this. These are simply large investors who have acted 
upon the theory that it is desirable to “have their eggs in as 
many different baskets as possible,” and who, therefore, have a 
large proportion of their own specific funds invested in real 
estate mortgages. 

To a certain extent, this would apply also to the life insur- 
ance companies, but in so far as they have issued investment 
policies, the principal of which is made payable after a term of 
years during the life of the policy holder, they are really taking 
the part of an investment company. They are offering to 
receive a certain amount every year for investment, and to pay 
it back in one sum after a period of twenty years or more, with 
compound interest, or profits, usually of about 5 per cent. This 
amounts to offering to the public a 5 per cent. investment, 
secured, as appears from the annual statement of 35 leading 
companies, by real estate mortgages to the average extent of 40 
per cent., by real estate to the extent of 10 per cent., by collat- 
erals to the extent of five per cent., by stocks and bonds to the 
extent of 37 per cent., by currency to the extent of five per cent. 
The investment policies of the New York Life Insurance Com- 
pany, as far as can be seen from the annual statement, amounts 
to about 43 per cent. of the total amount of the policies out- 
standing. And the total assets of the life insurance com- 
panies doing business in Illinois amount to $831,711,950. The 
purchase of such an investment policy is a safe investment if 
the company is well and honestly managed and if the public 
inspection of its affairs is thorough and free from any taint of 
political jobbery. In general, however, but little is known 
by the public about the inside affairs of these companies. And 
the fact that on the average 14.50 per cent. of the total 
annual income from premiums and annuities is spent for com- 
missions to agents is not a favorable consideration. It is an 
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available investment only to a limited extent, and at con- 
siderable cost to the person wishing to realize on his policy 
in advance of the time specified for the repayment of the whole 
amount. 

The national banks are not permitted to make mortgage 
loans at all, and the state and private banks together have only 
$58,808,088 invested in mortgages out of total assets of $1,187,- 
359,404. The savings banks, however, hold $714,832,576 of 
mortgages, with total assets of $1,964,044,861,and savings depos- 
its of $1,712,769,026. So that over 41 per cent. of the savings 
banks deposits are invested in real estate mortgages. The sav- 
ings deposits yield interest at an average rate of 4 per cent. 
Usually the deposits are payable on demand or upon giving a 
short notice, so, in point of convenience to the investor, this is a 
satisfactory investment. The average amount of a savings bank 
account is $358.20. In point of safety it is hardly equal to the 
bonds of a large mortgage bank, the average capital (surplus 
included) of the American stock savings banks being only $115,- 
000, the average surplus of the American mutual savings 
banks being $190,000. And in point of availability, a savings 
bank account is also probably inferior to the listed bonds of 
the German mortgage banks. I shall show how these bonds 
stood the test of the panics of 1848 and 1873, and the flurries 
of 1881, 1884, and 1893, while it was necessary for the savings 
banks of Chicago to demand sixty days notice in June, 1893. 
In cases of runs on the savings banks, it is safe to say that they 
would find it very difficult to realize on the mortgages they hold, 
while if the depositors held bonds like those of the German 
banks, which were listed on the exchanges, they could always be 
sure of being able to sell them at a comparatively small sacri- 
fice. As the average rate of interest paid by the savings 
banks is about 4 per cent., the income which would be derived 
from a savings account is no higher than that which would 
be derived from an equal amount of debenture bonds. Neither 
* Report of the Comptroller of the Currency, 1892, vol. i. 

? Report of the Comptroller of the Currency, 1892, vol. i. 
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an investment policy nor a savings bank account would, there- 
fore, seem preferable to an investment in good debenture 
bonds. : 

The building and loan associations have almost all their 
assets of $496,928,405' invested in mortgages. As to these 
associations it should be noticed that they are founded with the 
avowed purpose of making loans to the same class of people 
that furnishes the money, that is, theyare not, properly speaking, a 
connecting link between the borrowing and the lending public. 
Great dissatisfaction often exists on the part of members who 
are unable to obtain the loans they expected to get when they 
joined the association. It has, therefore, been advocated that 
stock should be sold avowedly for investment purposes, and 
have the word “investment” printed on its face. Andin some 
places, notably in Minneapolis, “ paid up ’’stock is now sold, which 
closely resembles debenture bonds, except that the profits of the 
former would be larger, uncertain, and depending on the profita- 
bleness of the association. The amount so far issued of this 
stock is, however, not great. 

It can, of course, not be denied that the building and loan 
associations have, through the compulsory manner of monthly 
payments, developed the habit of saving, and also assisted many 
to obtaina home. In the state of Massachusetts they had, in 
1891,” 49,441 members, saving $353,069 monthly, out of whom 
9,883 were borrowers. But there are still many objections 
which can be made to associations of this kind. Their means 
are not great, the average assets of a Massachusetts codperative 
bank being, in 1891, $100,000, and of a New York building and 
loan association, $55,000, the average for the entire country 
being, in 1893, only $83,093, and a few bad investments would, 
therefore, seriously affect any one of them. And the fact that 
they are not always managed by business men, their limited 


* Proceedings of World’s Congress of Local Building and Loan Associations, Chi- 
cago, 1893. 


® The State Report on Cooperative Banks for that year. 
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means preventing them from paying good salaries, or any salaries 
at all, and also the further fact that the persons who invest in them 
are usually not business men themselves, are rather unfavorable 
considerations, when the safety of such an investment is to be 
considered. Furthermore, it is an undeniable fact that many 
such associations have been formed and are managed by persons 
who are themselves borrowing practically all the funds, and it is 
certain that some of the associations of this description are 
being mismanaged, and must be regarded as unsafe. As a rule 
the building and loan associations have been profitable, charging 
the borrowing member a high rate of interest, and in many cases 
they allow members to withdraw funds after a certain time, with 
6 per cent. interest from the date of deposit. That they would 
in cases of emergency be far less able to pay out on demand the 
money invested in shares, than the savings banks their deposits, 
can not be doubted, and a share in a building and loan associa- 
tion is, therefore, for many reasons a more profitable, but a far 
less safe and available investment, than a listed debenture bond 
of a strong mortgage bank. 


IV. 


Having reviewed the main characteristics of mortgage bank- 
ing as it is carried on in America to-day, some reference may 
be made to what has been accomplished in other countries in 
this respect. 

We have seen that in America the total amount of mortgages 
is large, that the ratio of mortgage indebtedness is low, the aver- 
age life of each mortgage short (about five years), and the rate of 
interest high (about 7% percent.in the West). We found that the 
mortgages average less than one-half of the value of the security, 
and that less than one-half of the property in America is under 
mortgage. We found that nearly one-half of all the mortgages in 
the counties for which we have figures are held by residents of 
the same respective state, and have come to the conclusion that 
the mortgages are held by different kinds of investors, as follows in 
the order of importance: Resident private persons, non-resi- 
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dent private persons, savings banks, building and loan associa- 
tions, life insurance companies, mortgage companies, the last 
named holding less than 2 per cent. of the total amount of 
mortgages. We have found that for the borrower in the Central 
and Western States it is often difficult to obtain a loan even at 
so high a rate as 7% percent., and while the laws of America are 
almost all that could be desired from the point of view of the 
investor, the direct investing in a separate mortgage is a 
difficult, and sometimes troublesome, transaction, on account of 
the different laws in the different states; but still we do 
not find that the investment in a debenture is preferred 
by non-resident investors to the direct purchase of a mort- 
gage, although the former would seem to offer many 
advantages. And an investigation of the different indirect 
modes of investment in real estate security, comprising such in- 
vestments as a life insurance policy, a savings bank account, and 
a share in a building and loan association, shows that there are 
many objections which can be made to them, so that neither of 
these different modes of investing in real estate mortgages, as 
practiced in America today, can be considered a satisfactory 
solution of the problem of mortgage banking, which is: ‘ How 
can the borrowers best be protected from usury, and the lenders 
from risk ?”” Nor can such mortgage loan companies as those 
existing at present be considered a final solution. Their capital 
is too small, their surplus too small, their methods of selling securi- 
ties too expensive, their command of capital too limited and their 
bonds are not listed. The last feature is the main point of differ- 
ence in comparison with the banks of the continent of Europe. 

After the Australian experience, the English Colonial Deben- 
ture Companies may be dismissed with a few words. They have 
been loaning chiefly their own capital and their deposits, and in 
so far as they have done the latter, they have disregarded the 
first principle of mortgage banking, namely, that real estate mort- 
gages must not be treated as quick assets. In England, where 
the holdings of land are large, there has been less need of mort- 
gage banking facilities. 
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It is to the countries of Germany, France, Austria, Italy, Hol- 
land, Belgium, Denmark, Sweden, Norway, Finland, Russia, 
~ Switzerland, and even Spain, Portugal, Greece, Roumania, Egypt, 
Algeria and the South American Republics and Mexico that we 
must look for instances of modern mortgage banking. It would 
take too long to consider even the salient features of mortgage 
banking in all these countries. They have all more or less suc- 
cessfully followed the example of Germany and France, and a 
brief explanation of the situation in these two countries must 
suffice. 

The Credit Foncier of France is the largest mortgage bank of 
the world. Owing to the special legal privileges it enjoys, which 
have given it practically a monopoly of the business, it has been 
enabled to secure a paid-in capital of 170,500,000 francs, repre- 
sented by shares of 500 francs each, which are worth over twice 
that sum. It had in 1890 a surplus of 35,277,077 francs, and 
had bonds outstanding amounting to 3,037,424,180.16 francs, of 
which 2,011,316,084.09 were based on real estate mortgages, 
while 1,000,529,708.02 were based on loans to communes, 
departments, etc. The bonds draw 3 and 4 per cent. interest, the 
4 per cent. bonds being quoted in January, 1892, at 104 per cent.; 
in January, 1893, one issue at 104.8 per cent., and another (of 
1863) at 103.2 per cent. And in July, 1893, when America was 
suffering from the panic, these same two issues were quoted on 
the Paris Bourse at 102 and 103.75 per cent. respectively.t Al- 
though it is a private corporation, the Credit Foncier is managed 
by a president appointed by the government. The profits which 
it may charge are limited to one-half of one per cent. per 
annum, gross, but this has not prevented it from being extremely 
profitable. 

As to what it has done for the benefit of the borrowers, the 
case is not quite so clear. According to a contemporary official 
report,’ the rate of interest paid on mortgage loans in France was, 


* As reported by Ze Monde Economique. 


*Lette, Das Landwirthschaftliche Kredit und Hypothekenwesen (1868) pp. 13- 
14; Bankers’ Magazine (N. Y.), vol. xxix. Pp. 441. 





er ee 


on 2 eae nae ete na 


a 














230 JOURNAL OF POLITICAL ECONOMY. 


in 1850, before the formation of the Credit Foncier, from 7 to 
10 per cent., while at present such loans are made at from 4 to 
5% per cent., those of the Credit Foncier usually drawing 4% 
per cent. But in comparison with Holland and most of Ger- 
many, 4% per cent. is a high rate of interest. 

In all its essential features, the Credit Foncier resembles the 
German mortgage banks, which are strictly private concerns. 
They also make mostly long term loans, which are repaid by the 
borrowers in annual sinking fund installments of from one-half 
of one per cent. upwards, which at compound interest, gradually, 
in the course of fifty years or less, extinguish the principal of the 
loans. With the proceeds of the sinking fund, the correspond- 
ing issue of bonds is then gradually withdrawn, the numbers of 
the bonds which are to be repaid being decided each time by lot. 

This feature is common in Germany to both the mutual credit 
associations and the mortgage banks. The former are associa- 
tions of borrowers whose properties are jointly liable. Thirteen 
such associations had, in 1890, bonds outstanding as follows :* 


MORTGAGE DEBENTURE BONDS. 


3 percent. - - 61,798,350 marks 
3% percent. - 1,394,100 “ 
3% percent. - 1,538,608,175 “ 
4 percent. - : 148,912,570 “ 
4% percent. - 20,590,000 “ 
5 percent. - - 9,093,000 “ 





1,780,398,195 marks 
MUNICIPAL BONDS. 








3% per cent. - - 30,163,050 marks 
4 percent. - - 6,941,250 “ 
37,104,300 marks 
Total Bonds - - : - - 1,817,500,495 marks 


Of mortgage banks there are about thirty in Germany proper, 
29 of which had in 1890 an aggregate capital of 332,546,628 
marks, and bonds outstanding to the following amounts :? 

*Computed from figures given in W. SALING’s Berliner Borsenjahrbuch for 1891. 

? Computed from figures given in W. SALING’s Berliner Bérsenjahrbuch for 1891. 
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MORTGAGE DEBENTURE BONDS. 
3% percent. - 1,102,481,400 marks 
4percent. - - 1,664,022,667 “ 
4% percent. - 51,501,960 
5 per cent. 13,473,875 “ 


“ 





2,831,479,902 marks 
MUNICIPAL BONDS. 


3% percent. - - 33,422,800 marks 
4 per cent. 1,970,800 ‘“ 





35,393,000 marks 
Total Bonds - - - - - 2,866,873,502 marks 


This shows the large proportions which the business of the 
credit associations and mortgage banks has assumed in Ger- 
many. The total banking capital of the country, private bankers 
not included, amounted in 1890 to 1,643,643,628 marks,’ out of 
which the mortgage banks alone had 332,546,628 marks, or 
about 20 per cent., while in America the mortgage companies 
have, as seen, less than two per cent. of the whole banking capital. 
The bonds of these concerns are regarded in Germany as invest- 





ment securities of the highest order. The Reichsbank makes 
loans on them. Trust funds are invested in them, and their high 
standing in the past justifies this confidence.” 

Mr. Max Wirth, in his Handelskrisen, calls attention to the fact 
that while other bonds and shares were rising before the crisis of 
1873, these bonds were falling, the situation being reversed imme- 
diately after the panic, and gives the following figures : 








Bonps. Mar. 14, 1870. | Sept. 15, 1873. 





Posener Pfandbriefe - - 

Schlesiche Pfandbriefe 3% per cent. - 
Schlesiche Litr. A. 4 per cent. - - 
Schlesiche Litr. C.  - ‘ 
Rentenbriefe —- - - - 











* As computed from figures given in W. SALING’s Berliner Borsenjahrbuch for 1891. 

* According to figures in my possession none of the bonds of any of these banks 
have varied in price for the last ten or twenty years more than a few points from year to 
year. 





232 JOURNAL OF POLITICAL ECONOMY. 

In 1881 the same phenomenon was observed by him in regard 
to the 4.5 per cent. bonds of the Austro-Hungarian Bank. And 
the explanation of this obviously is, that during the speculative 
period these safe bonds were extensively sold, while after the 
panic they were again preferred to the other more speculative 


securities. 


The following figures’ further show the high character of 
these securities : 


Year. 


1871 
1872 
1873 
1874 
1875 
1876 


Berliner Pfan- 
dbrief Insti- 
tut per 
cent. bonds. 


102% 
104 
10478 
1014 
105 
105.7 


Schlesiche Bod- 


enkredit. Ak- 


tienbank 4% 
per cent bonds. 


Prussian 334 per 


cent. em- 
ment bonds. 


89 
89 
91.5 
go 
91.5 
92.8 


And the following comparison is equally striking : 


Year. 


1880 
1881 
1882 
1883 
1884 
1885 
1886 
1887 
1888 
1889 
1890 


Prussian 


98 
98.75 
99- 
99.8 
100.4 
101.3 
104.5 
102.5 
102.9 
101.3 
101.8 


Central 
Bodenkredit Co. 
4 percent. bonds. 


Prussian 4 


T cent. 


Gov. Bonds of 1868, 
not consolidated. 


100.1 
100.8 
100.2 
100.8 
101.5 
102.1 
102.9 
102.5 
103.2 
101.5 
102.75 


Poyaian ope cent. 
100.25 
100.8 
100.6 
102.1 
103.25 
104.1 
106. 
106.7 
108. 
106. 
105.1 


And similarly during the trying year of 1893 have these 


bonds? remained unaffected : 








1891 


1892 


1893 





July. 


Jan. July. Jan. 


July. 





Prussian Central Boden- 4 per cent. bonds 


kredit company. 
Prussian Hypotheken { 4 per cent. bonds 
Aktien Bank. i 


101.10 


3% per cent. bonds| 94. 


101.50 


3% per cent. bonds} 95.30 








100. 50/101.10 
92.80} 95.20] 95. 
101. 10/102. 

93-40} 95.70 





101I.20|101.20 
96.70 
102. 30/102. 
97.20} 98. 











From W. SALino’s Berliner Borsenjahrbuch for 1891. 
? As shown by the quotations in the German daily papers. 
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By making safe loans on income yielding properties only, and 
issuing listed bonds, the German mortgage concerns have thus 
been able to obtain from the public to be lent on mortgages, the 
sum of about 5,000,000,000 marks, at about 334 per cent. 

When we consider the low rate of interest drawn in America 
by railroad bonds, municipal securities, etc., there is no reason to 
doubt that, with proper methods, similar results could also be 
accomplished here, and that thus the high rate of interest, the 
great evil exhibited by the census returns, could be abated. A 
greater supply of capital for mortgage loans would facilitate not 
only building operations in the cities, but also the purchase 
of implements, tile drainage and other improvements in the 
country. A better system of mortgage banking might also 
counteract a tendency which now seems to be operating, to 
change the landed system of the United States from one of pro- 
prietors to one of tenants. 

The following figures’ speak for themselves : 














In 1880. In 1890. In 1890. 
STATES. Hirep Farms. | Hirep Farms. | Hirep Homes. 
Per Cent. CENT Per Cent. 

Maine - - - - 4-32 7.62 51.98 
New Hampshire - - - - - 8.12 10.92 60.93 
Vermont - - - - . . 13.41 17.62 54-39 
Massachusetts - - - - - 8.17 15.00 67.00 
Khode Island - - - - 19.89 25.00 73.97 
Connecticut - - - : 10.22 17.68 66.15 
New Jersey - - - - - - 24.59 32.11 64.34 
Maryland” - - - - - - 30.95 37-23 68.13 
South Carolinas - - - - - 50.31 61.49 82.07 
Georgia - - - - - - 44.85 58.10 79.00 
Tennessee - - - - - - 34-53 41.88 71.02 
Ohio (10 counties) - - - - 24.96 37.10 

lowa - - - - - - 23.83 29.57 44.96 
Wisconsin - - - - 9.05 13.10 40.45 
Minnesota - - - - - - 9.16 15.25 53-01 
Kansas (10 counties) - - . - 13.13 33-25 

Montana - - - - - - 5.26 13.40 56.30 
Wyoming - - - - - - 2.85 20.88 61.54 
—- *+ =«£ « & © 4-58 9-43 39-35 
Nevada - - - - 9.69 16.12 43-92 
New Mexico - - - - - - 8.08 11.82 37.30 
Idaho - - - - - - - 4.61 11.43 41.53 
Arizona - - - - - - 13.16 19.88 55.18 














' From the Census of 1880 and ‘the Census Bulletins of 1890. 
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The true explanation of these facts probably is, that as land 
becomes valuable, its owners, or rather the sons of the owners, 
become perhaps too rich to remain contented as farmers. The 
renter as a rule does not prosper, but when he can become an 
owner by buying on easy terms the case is altered, and an im- 
proved system of mortgage banking, which would make it easier 
for these renters to purchase their farms, would do much 
towards preserving the excellent class of working farm pro- 
prietors, which is still the backbone of the Western States. No 
matter what point of view we take, it is thus evident that a 
better system of mortgage banking would be of the greatest 
possible benefit to the United States. 

D. M. FREDERIKSEN. 


CHICAGO. 





THE RATE OF PROFITS UNDER THE LAW 
OF LABOR-VALUE. 


Economic discussion today seems to have reached a point 
where further abstract reasoning can prove but a practical demon- 
stration of the incompetency of the abstract method in Political 
Economy. Men of the highest analytical powers and foremost 
in the ranks of scholars have failed to come to an understanding 
on fundamental problems of their science, such as Value, Profits, 
Interest. If we are to make headway at all, there is no resort but to 
invoke the evidence of fact. Statistics is storing up immense accu- 
mulations of economic facts, and we believe ere long the whole 
science will have to be reconstructed on the ground of statistical 
testimony. But before such testimony can be called in, the issue 
must be clearly joined and all irrelevant argument properly 
demurred to. To perform this duty in behalf of the Ricardian 
school is the object of the present paper. 

Ricardo’s doctrine has of late incurred the distrust of econo- 
mists. The cause of this distrust we are inclined to attribute to 
the fact that the old master’s last and unflinchingly consistent 
disciple, Karl Marx, was the founder of Scientific Socialism. In 
Germany, where the university is but an organ of the state, teach- 
ers of Political Economy have felt it incumbent on them to put a 
check upon the influence of Karl Marx, which has come to be a 
potent factor in public life. The analytical mind of the German 
scholar could not help seeing that Karl Marx’s theory of capital 
was the logical consequence of his theory of value; the latter, 
however, was but the outgrowth of Ricardian principles. Suc- 
cessfully to cope with the problem before them, German stu- 
dents were thus brought to attack the very foundations of the 
Ricardian system. The Austrian school, which began the attack, 
presently won a leading place in German economic discussion, 
and the reputation of that school spread rapidly abroad. 
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It was the ill fate of Karl Marx that the criticism of his doc- 
trine came only after his death. He had the satisfaction of seeing 
hundreds of thousands of worshipers gathered around his name, 
but he left no school to continue the scientific work cut short by 
his death. The teacher valiantly kept on the offensive to the last 
breath; his followers have shown complete inability to hold the 
defensive, until in England socialists themselves have abandoned 
Marx for Jevons, the forerunner of the Austrians." 

Two causes have been in operation which account for this 
decline of theoretical thinking among German socialists. First, 
in the astounding growth of the party, all the academic acumen 
of socialists has been devoted to the needs of socialistic propa- 
ganda and absorbed in the stultifying work of newspaper editing. 
Secondly, aside from this purely external cause, there is an internal 
and far more important agency incapacitating German socialists 
for scientific study, and that is the prevailing spirit of the party 
hostile to free investigation. 

Karl Marx was a middle-class man, a true son of the nation 
of thinkers, and he wrote for those of his class who had leisure 
for thinking. His followers had before them a nation of work- 
ingmen and soldiers who had neither the habit of theoretical 
speculation nor the leisure for such work. To drill these masses 
into Socialism, the indigestible doctrine of the teacher under- 
went a vulgarization. Faith in the catechism supported by the 
authority of the teacher necessarily took the place of original 
scientific research. The fearless spirit of criticism which will 
forever remain one of the great attractions of Karl Marx, has 
departed from his successors. Marxism has evolved into a the- 
ocracy, to which the very idea of questioning the dogmas of the 
synagogue is foreign. 

Dr. Adler in his study of Marx quotes from Mr. Kautsky, the 
official theorist of the party, the very naive assertion that after 
book iii. of Capital shall have been published, “ Political Econ- 
omy will have either to follow in the lines laid down for it by 
Marx, or to hand in its resignation, as a Science, declaring 


' Socialism in England, by SIDNEY WEBB, pp. 84-85. 


ee, ee enc 














RATE OF PROFITS UNDER LAW OF LABOR-VALVE. 237 


that it is nothing but the safeguard of Profits and Rent.”* The 
ingenuousness of the prophecy, says Dr. Adler, is emphasized by 
Mr. Kautsky’s admission that he has no knowledge of the con- 
tents of book iii. We might also refer to the celebrated conto-r 
versy on State Socialism between von Vollmar and the party, 
when Mr. Kautsky, in his magazine, called for an “authentic defi- 
nition of State Socialism by the convention of the party.” 

A party enacting scientific definitions by a majority vote is 
manifestly unfit to participate in a scientific contest. This ought 
not, however, to reflect upon the Ricardo-Marxian theory of 
value, which might find support beyond party lines. The writer 
of this paper, believing that the theory can be maintained 
without “quotations from authorities, or protesting and dogmat- 
izing phrases,” ventures to take up Professor Béhm-Bawerk’s 
challenge. Whether the “proof” that is here “supplied” can 
be taken seriously, the writer leaves others to judge. 


I, 


“The law of labor-value,” to use Professor Béhm-Bawerk’s 
term, as enunciated by Ricardo and further developed by the 
analysis of Karl Marx, may be briefly summed up as follows: 

In a state of free competition where supply can always con- 
form to demand, supply and demand mutually balance each other ; 
utility exercises no influence upon the terms of exchange ; and 
the exchange value of commodities, provided they have been 
produced in compliance with the prevailing technical methods, is 
measured solely by the quantity of human labor embodied in 
them. The special utility of the commodity is a prerequisite of 
exchange; it is the object of exchange to put the purchasers in 
a position to enjoy the special utilities of all the goods produced 
under our system of division of labor. 

Among the commodities so exchanged is one possessing pecu- 

' Die Grundlagen der Karl Marx’schen Kritik der bestehenden Volkswirthschaft, 
by Dr. GEoRG ADLER. Tiibingen, 1887, p. vii. 

* Die Neue Zeit, vol. xi. (1892-93), p. 208. 
3 Capital and Interest, p. 389. 
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liar qualities, that one is Labor-Power. Its exchange value, like 
that of any other commodity, is measured by the quantity of labor 
expended in its production. The production of human labor- 
power, like that of horse-power, is practically reducible to the 
labor of supplying food, shelter, education, etc. The equivalent 
thereof being paid to the vendor of human labor-power, 2. ¢., to 
the workingman himself, the utility of his commodity passes by 
title of exchange to the purchaser, as in any other transaction of 
exchange. But the utility of labor-power manifests itself in the 
process of labor, and the result is a new commodity whose 
exchange value may not be, and as a matter of fact is not, equiv- 
alent to the exchange value of the labor-power by which it has 
been produced. The exchange value of the labor-power, which 
is the same as that of the subsistence of the laborer, may be 
measured by six hours of work a day; that is to say, six hours 
of work would produce all that is consumed by the laborer in a 
day, whereas by the terms of exchange he may have sold a day’s 
work of eight hours. The balance of two hours is surplus-labor, 
and the value of the product of surplus-labor is surplus-value, 
which in the process of circulation of capital resolves itself into 
profits, interest, rent, taxes, etc. 

The correctness of the whole argument is contingent on the 
correctness of the fundamental proposition, viz., that under free 
competition the measure of exchange value is labor and that 
utility does not influence the ratio of exchange. This has never 
been proved by either Ricardo or Marx. Both have asserted it 
axiomatically. Neither, however, has the opposite proposition 
been demonstrated by their critics of the Austrian school, other- 
wise than by a mere axiomatic assertion. 

Is value measured by labor or by utility? is a question of 
fact that can be conclusively solved only by systematic observa- 
tion of facts, not by speculation. Still it must be admitted that 
even in physical sciences not all the propositions can be directly 
proven. The proofs of many hypotheses lie in this, that observa- 
tion substantiates the correctness of conclusions based upon them. 
Even in Geometry, most exact of all sciences, the so called XI. 
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Axiom of Euclid is but a postulate proved true only by the cor- 
rectness of subsequent propositions based thereon. Until some 
future economist shall prove the Ricardian postulate, as the XI. 
Axiom of Euclid was proved by Legendre, one is not justified in 
throwing the whole system to the winds without having tested its 
basic proposition by its logical results. 

The objections that have been urged against the law of labor- 
value are many. Professor B6hm-Bawerk must be given credit 
for having compiled the most complete list of all objections that 
ever have been or ever can be urged against the law in question. 
Most of these objections have been answered in anticipation in 
Karl Marx’s Capital. It does not come within the scope of this 
paper to go into an examination of them all, though the writer may 
return to them later. There is, however, in the theory one seem- 
ing contradiction which Karl Marx proposed to explain in book 
iii; but death prevented the completion of his work. 

The two books published seem to us, however, to contain all 
the premises for a logical solution of the contradiction in question. 

Let us first state the problem. If labor expended is the sole 
measure of value, if furthermore surplus-value is the product of 
surplus-labor, then the greater the portion of the capital which 
goes to buy labor-power, the greater also is the surplus-value 
produced ; if this be true, then of two equal capitals that one will 
yield the greater surplus-value in which a greater portion goes to 
pay wages of labor-power (in Marx’s terminology, “ Variable 
Capital’), and a smaller portion is invested in fixed capital and 
raw materials (‘‘ Constant Capital”). This, it is claimed, stands in 
rank contradiction to ‘‘the law of assimilation of profits,” accord- 
ing to which ‘the amount of surplus-value obtained stands, over 
the whole field, in direct proportion to the amount of the total capi- 
tal—variable and constant together—that has been expended.” 


II. 


Passing over, for the time, the false assumption of the iden- 
tity of. surplus-value with profits, and conceding for sake of 


*Capital and Interest, by E. VON BOHM-BAWERK, English translation, p. 390. 
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argument that profits constitute a fixed portion of surplus-value, 
the question becomes, Is there in reality anything corresponding 
to the pretended “law of assimilation of profits’? Has the 
existence of such a law ever been proved? Is not rather an 
opposite tendency of profits toward inequality characteristic of a 
developed industrial community ? A glance at the balance sheets 
of various stock companies, or a cursory examination of the reports 
of some of the American Bureaus of Labor Statistics which have 
made a special study of the subject, show, instead of the presumed 
uniformity, an immense variety of profit rates. 

This law of assimilation of profits, as enunciated by classical 
Political Economy, was founded on the assumption of perfect 
mobility of capital. Capital, it was maintained, would flow freely 
into that branch of industry which for the time yielded greatest 
profits, until the increased competition caused by the influx of 
capital pressed down the rate of profits so low that a backward 
movement of capital out of this branch necessarily followed ; 
after a few of these pendulum-like oscillations equilibrium would 
be restored. 

Bagehot shows that this conception of unlimited mobility of 
capital was suggested to Ricardo by experience on the stock 
exchange; the celebrated banker and economist of our days 
amended the law of his predecessor by restricting it to stock 
exchange operations. Where capital is invested in expensive 
machinery, buildings, etc., it will stay in the business notwith- 
standing a low rate of profits. 

We need only carry Bagehot’s analysis one step further to see 
where and how the psychological tendency of the capitalist to 
secure as high a rate as his competitors is realized in economic 
life. Directly in proportion as stock companies and corporations 
become the typical form of capitalistic industrial organization are 
the operations of the stock exchange gradually extending over 
the whole field of industry. Whenever the profits of a certain 
corporation run ahead of the average, the selling price of the 
shares of stock goes up ; when the profits fall short of the average, 
stock declines. By this process profits in stock corporations are 
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maintained at a pretty constant and uniform ratio to actual 
selling price of stock, not, however, to the invested value of the 
capital. The process is thus not one of assimilation of profits 
on capital, but, on the contrary, one of incessant adjustment of 
the selling price of stock to the capitalized value of the dividends 
it yields. What is done with shares of stock companies day in 
and day out is but an incident in the case of individual firms. The 
actual value of a private concern always varies from the capital 
nominally invested; the real value is ascertained by the owner 
when the business is put on sale. What the amount of cap- 
ital originally invested was, concerns only the first investor, who 
appropriates the gain or stands the loss resulting from the 
present value. Subsequent owners acquire the business at the 
market price, which is nothing but its capitalized profit value, 
and will therefore realize an average profit until a new change 
in the business or in the average rate of profit ensue. 

The question then arises, What induces the original investor 
to place his money in an enterprise requiring a large oultay 
in fixed capital if by these labor-saving improvements the rate 
of profit is to decrease and the capital invested depreciate 
accordingly ? The answer is, that no business is ever started 
in the expectation of deriving average profits; expectation of 
extraordinary profits is what leads to the investment of money in 
new enterprises. An expensive plant which reduces the labor 
force by one-half is set up in one mill. Were the same plant 
introduced into all mills at once competition might compel 
owners to give away the full benefit to the consumers. Inas- 
much, however, as the new improvement is generally introduced 
by only a few concerns, whereas the demand in the market calls 
for supply from most of the other factories, the market price of 
the article does not come down in proportion as cost of produc- 
tion has been reduced under the improved method. The owner 
of the improved plant then produces at a premium which essenti- 
ally partakes of the character of rent. When the improvement 
becomes general competition drives prices down, profits fall 
short of the average in other businesses, capital depreciates : but 
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the accumulated rent of monopoly has already more than repaid 
the speculator the capital invested. The present selling price of 
his stock, though reduced to the capitalized amount of his actual 
profits, is to him a net gain. 

The solution of the seeming contradiction involved in the 
law of labor-value can thus be formulated in the following pro- 
position: The rate of profits being a fraction, of which the 
numerator represents the amount of profits and the denominator 
the value of the stock, the fraction remains invariable so long as 
the denominator varies in direct ratio to the numerator. 


II]. 


It goes without saying that even after having derived the full 
benefit of the monopoly the capitalist would not acquiesce in the 
depreciation of his stock, but would seek rather to keep his 
profits from sinking below the average rate. Could his efforts 
eventually meet with success if the law of labor-value prevailed ? 
Or, to put the problem in exact terms: Supposing value to be 
measured by labor, under what conditions can equal profits issue from 
two equal capitals employing unequal quantities of labor ? 

The problem is clearly an arithmetical one and must be 
solved in arithmetical terms. No knowledge of mathematics 
higher than equations of the first power is required to follow the 
analysis. 

I. The total capital invested (call it C) is made up as follows: 

1) Fixed capital, machinery, buildings, etc. (F); 

2) Rentable property, land, mines, etc. (2); 

3) Raw materials in store and in process of manufacture (J/) ; 

4) Finished product on hand (P); 

5) Cash reserve on hand, bank deposits, bills and accounts 
receivable, etc. (£). 

Thus we have : 

C=F+R4+M4+ P42. (1) 

The yearly product of this capital, Y, resolves itself into the 
following elements : 

1) Raw material wrought over (J7/’),; 
2) Wear and tear of fixed capital (/); 
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3) Wages and salaries, “variable capital” in Marx’s termin- 
ology (w); 

4) Interest on the cash and credit capital employed (¢); 

5) Rent and taxes (r); 

6) Commissions, selling expenses, etc. (e) ; 

7) Net profit (p). 

Accordingly, 

Y=M'+f+wtitetrt+ys. (2) 

The surplus-value of Marx (s) is the aggregate of interest, 
rent, taxes, commissions and profits. Thus: 

s=ti+te+r+. (3) 

His rate of surplus-value (¢), or degree of exploitation of labor, 

is the ratio of surplus-value to the variable capital : 
s ti+e+r+) 
et (4) 

The rate of profits () on the other hand, is the ratio of profit 
to the total capital invested minus rentable property ; that is to 
say, 

s—i-e—r 
ong Te (s) 

It appears at a glance from the comparison of the formule 
(4) and (5), that the rate of profits and the rate of surplus-value 
are entirely different quantities and will vary differently. While 
surplus-value, other things being equal, will vary in direct ratio 
to the quantity of wage labor employed, the rate of profits, being 
dependent on other factors, may remain constant. 





; 5 
From equation (4)e= —~, we derive 


s+w o+1 
a ete (6) 
In this formula s+ w represents the actual value yearly pro- 
duced. It is assumed by Ricardo and Marx that this value is 
measured by the quantity of labor employed in its production. 
Let the number of laborers be /, the value yearly produced per 
laborer, v,; then in the equation 


t=. (7) 
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v, according to Marx, will be constant. Equation (7) is thus the 
arithmetical expression of the Marx-Ricardian law of labor-value. 

Substitute in equation (7) s + w from equation (6); we have 
then, 


p=(1+—-)-. (8) 


This equation contains all the essential elements of the prob- 
lem of value; value being represented as a function of surplus 
value, of labor employed, and of the degree of exploitation of 
labor. 

Let us first proceed with the analysis of the latter element. 

II. Is o a constant, or a variable quantity ? 

Dr. Conrad Schmidt, in his study of the present problem,’ 
starts from the assumption that the degree of exploitation of the 
laborer is the same in all branches of industry. Obviously under 
the influence of a socialistic feeling which attaches odium to the 
category ‘exploitation of labor,” he unwittingly glides into 
psychology —plainly a deviation from the method of Karl Marx. 

In this assumption it is implied that the degree of exploita- 
tion is actually determined by the eagerness of the capitalist to 
derive the greatest benefit possible from his laborer; as the 
stimulus is equally strong with all the capitalists, consequently 
the results must also be very much the same. In fact, however, 
it is by other agencies than the good will or malice of the capi- 
talist that the degree of exploitation of labor is determined. 

Suppose for sake of argument that Dr. Schmidt’s proposition 
is true. Then in the equation 

c= = (4) 
from which our formula (8) is derived, surplus-value bears ever 
the same ratio to wages.. If this were so, wages would invariably 
increase as labor gains in productivity, and at precisely the 
same rate. This desideratum of Rodbertus has not yet taken 
effect in capitalistic society. 


* Die Durchschrittsprofitrate auf Grundlage des Marx'schen Werthgesetzes. By 
Dr. CONRAD SCHMIDT. Stuttgart, 1889, p. 46. 
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The premises of Dr. Schmidt's analysis thus being shown to 
be wrong, the whole of his reasoning from those premises is 
irreparably vitiated.* 

A variable rate of surplus-value is therefore the basis on 
which the law of labor-value is to be constructed. 

III. The solution of our problem is now reduced to the inves- 
tigation of the conditions of the consistency of equations (8) 
and (5) representing value and the rate of profits : 


(407 


s—t-—e-r 


ee 


Eliminating s we obtain: 





C= Re Peters. (9) 


v=(1+-) 


Substitute the value of C from equation (1); we then further 
obtain : 





onic) eee ettos a 

We find here all the elements of our problem combined in 
equation (A): value, quantity of labor, degree of exploitation of 
labor, capital and rate of profits. 

Let us now examine under what conditions, inthe formula (A), 
both v, value of one man’s labor, and 7, rate of profits, remain 
constant, when /, the quantity of labor employed, varies, capital 
remaining the same. 

As rent does not in any way depend upon the number of 
hands employed, we shall throughout this analysis admit rent to 
be constant. 

Since the number of hands employed by one capital is less 
than that employed by another, then by the substitution of a 
lesser number for / the fraction representing value, v, would be 

* We need not go out of our way to show that the idea of a constant degree of 


exploitation of labor has no ground in the theory of Karl Marx. Dr. Schmidt himself 
quotes Marx’s words to the contrary. (doc. cit. p. 104.) 
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increased. As the latter, however, is constant by assumption, 
some other element must decrease. 
The sum total, 
F+M+P+B=C-R, 


must not change, as the capitals are equal by assumption, and 
rents, and consequently the values of the rentable properties, are 
supposed to be equal. The rate of profits is also constant by 
assumption. Then, 

1. The amount of interest, 2, paid on cash capital may diminish 
so as to balance the decrease of the denominator by a correspond- 
ing decrease of the numerator. 

What would cause the amount of interest to decrease? As 
the number of hands decreases so does also the amount paid in 
wages, for which a sufficient cash deposit must always be kept 
on hand. The aggregate value of the capital might not be 
affected by this decrease of the cash deposit, provided the origi- 
nal outlay for fixed capital (/) were respectively larger, or the 
value of the product on hand (P) greater, which would be the 
result of greater productivity of labor, enabling a smaller number 
of hands to turn larger quantities of raw materials into finished 
product. 

2. A decrease of the money deposit, and consequently of the 
amount of interest, might also result from a decrease of M and 
P (raw materials in store and in process of manufacture, and 
manufactured product on hand); the aggregate capital might 
nevertheless remain the same, inasmuch as the decrease of the 
live assets (raw materials, product on hand and money deposit) 
could be made up by an increase of the fixed capital. We know 
that / is only a part of M7’, the aggregate amount of raw mate- 
rial manufactured yearly, as also P is only a portion of Y, the 
aggregate yearly product; or, to put it in arithmetical terms, 


Pas 
n 


MM 
Mar | 


(10) 
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where and m’ represent the rapidity of rotation, as Marx calls 
it,, of the capital in merchandise (Waarencapital) (P), and of 
the productive capital, part of which is represented by the raw 
material (47). This increased rapidity would be the outcome of 
improved machinery, shortening the period of production, and 
along with it the time spent in circulation. Though the total 
quantity of raw material turned out (J7’) and of product manu- 
factured within one year (Y) remain the same, the portions 


7 


are , yY M 
thereof ever in circulation, = and —, would decrease, and the 


consequence would be a decrease of the money deposit (8), 
whose function it is to pay the bills for raw material and accounts 
for wages until money flows back from the sale of product pre- 
viously put on the market. 

What is said here of interest, applies also to selling expenses, 
commissions, etc. (¢), which constitute a deduction from gross 
profits or surplus-value. Increased rapidity of rotation and 
greater concentration of capital may reduce commissions and 
selling expenses sufficiently to make up for the fall of the gross 
profits, or surplus-value. 

3. But the amount of interest allowed for the use of money 
capital, as well as commissions and selling expenses, cannot be 
said necessarily to decrease in consequence of the economy of 
labor. The decrease in the number of wage receivers (/), sav- 
ing one part of the cash deposit, may be made up by a cor- 
responding increase of the quantity of raw material (J/) turned 
out in the same period, 7. ¢., by an increase in the productivity 
of labor. What would be economized on one item, wages, would 
have to be disbursed in another place for raw material, and thus 
neither B nor 7 would decrease in our formula. 

Is such an emergency possible without affecting the aggre- 
gate value of the capital ? 

We know that 

C—R=F4+M+PH+B. 
If B remains the same and J& increases, P may at the same 


* Capital, vol. ii., chaps. i.—-iv. 
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time decrease ; the value of the product on hand may decrease 
in consequence of the greater rapidity of the process of rotation 
of capital referred to before, or through the saving of labor. 
This is clearly shown by our formulae (10), (2), (3) and (7): 
Y 
ay 
Y=f+M+w+i+te+rt+p 
t+e+r+y,=s 
s + . ‘ 
Whence, 
patties 
Though /’ will increase, Pcan decrease through the increase 
of » or the decrease of /, or both. 
Inasmuch, therefore, as all the elements of the numerator. 
(F+ M+ P+ B) r+i+e4r. 


remain the same, the decrease of the denominator (/) must be 


compensated by an equal decrease of the factor (1 + *) and for 


that reason o must increase ; that is to say, to keep up the same 
rate of profits under the law of labor-value notwithstanding the 
decrease of the amount of labor employed, the degree of 
exploitation of labor must increase. In other words, the scale 
of wages must be reduced as appears from the formule (4) 


and (7): 


which may be thrown into the form : 


[ ()+@)=2 


As ¢@ increases, so does also (5), while v, the total value pro- 
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duced per laborer, remaining the same (5); the wage per laborer, 


must decrease." 

We thus come to the conclusion that as soon as the manu- 
facturer employing expensive labor-saving machinery has to face 
a reduction from prices previously enhanced by monopoly to 
the normal value of his goods, he is compelled to retrench on 
the wages of his employees. That this isthe method resorted to 
in reality has been evidenced to the satisfaction of every obser- 
ver in the course of the latest conflicts between labor and capital 
in this country, as well as in Great Britain.» The very cause that 
creates the necessity of reducing wages, viz., economy of labor, 
hands over to the capitalist the power to effect the reduction. 
To some extent greater competition among laborers, which 
results from the introduction of labor-saving devices, forces them 
to accept the terms offered. On the other hand, the introduc- 
tion of improved machinery enables the capitalist to substitute 
unskilled labor, female and child labor, for skilled labor, and 
thus to pay a cheaper price for a commodity of lower quality. 
The maintenance of the workman during apprenticeship is sup- 
posed to be paid for in wages of skilled labor; the maintenance 
of the family enters into wages of male labor; neither of these 
two elements is present in child labor. The value of unskilled 
or child labor-power accordingly represents a smaller quantity of 
materialized labor. 


IV. 


We are now able after the preceding analysis to formulate 
our final conclusions. It still remains a question open for dis- 
cussion, whether as a matter of fact the postulate of Ricardo and 
Marx concerning value is correct or not ; but, as to its apparent 


*In Appendix I. numerical examples are given by way of illustration of the 
algebraical formulz above. 


* The Quarterly Journal of Economics for January, 1891 (p. 261), contains the 
following suggestive statement made by a manufacturer before the British Trades 
Union Commission, 1867-89: “ ‘The selling price is ascertained at first, and then the 
price is fixed ; the wages are fixed by the price of iron, not the price of iron by the 


rate of wages.’ (Report and Evidence, Roden, 10736).” 
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inconsistency with the tendency of profits to equality, we think 
we have shown that that difficulty is not insurmountable. 

(1) The tendency of profits to equality does not operate in 
the market by making net profits proportional to capital invested. 
It is as a rule the selling price of the capital invested that 
follows the variations of profits. The great leveler whose func- 
tion it is to enforce this equality among capitalists is the Stock 
Exchange. A contraction of capital in one business and a cor- 
responding expansion in another might in the course of a genera- 
tion so react upon the prices of manufactured articles as to 
bring about an approximately uniform rate of profits, but such a 
process of waiting would be too slow a method of readjustment 
for a perpetuum mobile like our modern industrial community. 

(2) In particular cases equality of profits is reached without 
an appreciation or depreciation of capital invested. Yet, even 
here net profit does not count in the price of the article as a 
proportional charge over and above the cost of production, but 
on the contrary, it is the cost of production that must be made to 
suit the price of the article. This is attained either in the pro- 
cess of circulation of capital, or in the process of production. 
First, though the gross profits or surplus-value increase and 
decrease in direct ratio to the quantity of labor employed, yet 
the deduction to be made for interest, commissions, etc., may so 
vary as to prevent a change in the amount and rate of net profits. 
Second, when no readjustment of the shares of surplus-value 
between the several claimants could possibly prevent a fall in the 
rate of net profits, the remedy is found in a reduction on the 
price of the most elastic element of the cost of production, the 
wages of labor. 

The speculations in the Stock Exchange, the substitution of 
the unskilled in place of the skilled laborer, the employment of 
women and children,—this is the business world’s solution of the 
apparent contradiction that puzzles the student of Economics. 

Isaac A. Hourwicu. 


UNIVERSITY OF CHICAGO. 





THE DEBATE ON THE NATIONAL BANK ACT 
OF 1863. 


THE attitude of the public mind today toward the national 
banking system is quite unlike that of the time when the system 
was inaugurated. Local banks not possessed of the right to 
issue notes are not today jealous of that system of banks pos- 
sessing the exclusive right to issue. Since national banks are 
“no longer organized for the purpose of issuing circulation,” it 
is plain that this power is now considered much less important 
than formerly. The immediate reasons urged for establishing 
the system would not be put forward today if our statesmen 
were confronted with the question how to establish a national 
system of banking, aithough some general reasons would of 
course hold good now as then. The purpose of this paper is to 
discuss the origin of the national banking system, and the writer 
has in mind especially the congressional debate of February 
1863. 

I, 

The immediate object of the National Bank Act was to pro- 
vide a currency which should expedite the transactions of the 
government. When the state banks and the government sus- 
pended specie payments, 31st December 1861, gold currency 
disappeared from circulation. The general government could 
not legally or safely accept issues of state or local banks. 
There was an absolute dearth of national currency. This was 
evident in the very beginning of 1862. Congress solved the 
immediate difficulty by resorting to legal-tender paper. A 
national currency was provided by an issue of irredeemable 
paper, 25th February 1862. But this was not all. After fur- 
ther issues of legal-tender paper a bill was introduced in the 
House, 11th July 1862, for establishing a national bank. The 


bill did not receive much attention at that time, because ‘of the 
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greater demand for military and naval measures, and the neces- 
sity for an extensive and novel law of internal taxation.” Be- 
tween this date and February 1863, some further attempts were 
made to pass a national banking law. On the 25th February 
1863, Senator Sherman introduced the bill that finally became 
law. While the government possessed at that time a uniform 
national currency in irredeemable paper, it was clear to all that 
national honor demanded a sounder medium of exchange and 
credit. Consequently the recommendation of Secretary Chase 
for a national banking system was taken up in earnest. The 
advocates of the bill put forward two chief arguments: First, 
that the bill was to be a war measure; and, secondly, that the 
banking system proposed should become a permanent institution. 

Before taking up the discussion of the bill attention should 
be directed to certain options open to Congress. The proposi- 
tions from which a choice had to be made were stated by Sena- 
tor Sherman’ to be four: (1) Repeal of the Sub-Treasury Act 
and use of the paper of local banks as currency ; (2) increase 
of the issues of United States notes; (3) selling bonds of the 
United States in open market; (4) organization of a system of 
national banking. 

What relief would come from repeal of the Sub-Treasury 
Act was not made clear upon the floor of either House in 
the discussion. An authority in matters of finance advo- 
cated at this time the repeal of the Sub-Treasury Act, and the 
adoption of the national bank bill as a method of obtaining 
means for carrying on the war. This authority was the author 
of the Sub-Treasury Act, Robert J. Walker, who had been Sec- 
retary of the Treasury from 1845 to 1849. Of the Act, Mr. 
Walker said: ‘The bill divorcing the banks from the govern- 
ment was drawn by me as Secretary of the Treasury in 1846, to 
enlarge the circulation of specie and restrain excessive issues of 
bank paper. I go for reunion now as proposed by the Secre- 
tary.” After mentioning such merits as uniformity of cur- 
rency and security to the note-holder, Mr. Walker declared that 


* Congressional Globe, XXXVII. Congress, 3rd Session, p. 841. 
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the present situation was one of urgent political demand; that 
this demand was such as could be satisfied only by a vigorous 
financial policy, and that such was the policy proposed by Sec- 
retary Chase.’ 

(1) The use of the paper of local banks as currency was 
seen to be fraught with dangers. The adopting of their cur- 
rency, even when they had been supposed to be upon a spe- 
cie basis, had been productive of much annoyance. ‘The value 
of the existing bank-note circulations” depended “on the laws 
of thirty-four states, and the character of some sixteen hundred 
private corporations.” During suspension of specie payments 
danger of insolvency of individual banks was infinitely greater. 
No bank was upon a sound basis. It was asserted that the 
banks had sold their gold at a high premium and had placed 
in their vaults United States notes with which to redeem their 
own notes. Since United States notes had been made legal ten- 
der, no action could be taken against the banks. Thus inflation 
of the currency of the country was brought about by the issues 
of local banks on reserves of United States notes.’ 

If the government adopted the currency of these banks it 


would thereby give support to that system of banking which 
tended constantly toward inflation. To the statesman the real 
question was how could this inflation be checked. Consequently, 
Congress abandoned the idea of using as currency the issues of 
local banks. 

(2) The further issue of United States notes, or “green- 


* Continental Monthly, February 1863. 


?This inflation is illustrated by the condition of a bank in Pennsylvania which 
sent a statement to Senator Sherman to show how great a tax the bank would suffer if 
it were taxed on its circulation as proposed in the revenue bill before Congress at the 


time: 

LIABILITIES, RESOURCES, 
Capital stock - - $200,000 | Gold and silver - - - $18,326 
Circulation - - -  §89,600 | Bills and checks - - 27,128 
Due to depositors - 55,152 | Banking house and lot - - 4,000 
Profit and loss - - 36,294 | Due from other banks - 146,879 
Due other banks . - 23,959 


Senator Sherman regarded the above statement as “only an illustration of many 
more.” —Congressional Globe, XXXVII. Congress, 3rd Session, p. 841. 
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backs,’’ as they were called, was looked upon by nearly all 
thoughtful men as a national calamity. The time was now Feb- 
ruary 1863. On 11th June 1862, the second of the three green- 
back acts had been passed. Each act had provided for the issue 
of $150,000,000 of notes. The premium on gold had been stead- 
ily rising. On oth January 1863, a bill was introduced in the 
Senate to provide for a further issue of $300,000,000. It is 
spoken of as acting like magic upon the gold premium. On 
the day it was introduced the premium was 36 per cent. The 
next day it rose to 38 per cent.; in three days it went to 4I 
per cent., and within six days it rose to 48.5 per cent. 

The dangers of any further issue of these notes were so pat- 
ent that few really thoughtful minds favored such a course." 
Even in suggesting a system of United States notes as a form of 
assistance in December 1861, Secretary Chase took care to 
point out its many weaknesses. And it is to be remembered 
that the notes which Mr. Chase recommended were not to be 
irredeemable notes. On account of the dangers of an issue of 
notes Mr. Chase preferred the national banking system which he 
recommended at the same time.’ 

Of course the paper-money system into which the nation 
plunged 25th February 1862, was not at all what Mr. Chase had 
originally recommended. Theonly argument that could be put 
forward for a further use of United States notes was that they 
cost nothing. Representative Baker, of New York, spoke in 
this strain. He favored the continuation of the use of United 
States notes in order to save to the government the interest on 
the bonds proposed by the national bank bill. Senator Colla- 


*See Letters from Washington by S. in the New York Zimes, 31st January and 
2d and 14th February 1863. These letters present the several merits of the national] 
bank bill. 


*The objections to the system of United States notes suggested by Mr. Chase 
were: (1) temptation in times of pressure to issue notes without adequate provision 
for redemption; (2) liability to be called on for redemption beyond the ability to 
redeem, however carefully provided and managed the issue might be; (3) risk of a 
depreciating and finally worthless paper currency; (4) danger of dishonored public 
faith and national bankruptcy.— Report of the Secretary of the Treasury, 1861, p. 18. 
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mer, of Vermont, the staunch friend of the state banks, declared 
that in the national bank bill we conceded to the world that we 
had become perfectly desperate, that we should in this way be 
hiring the national banks to circulate notes and guaranteeing the 
paying of them, although these notes would in fact be no more 
nor less than our own notes, and that we should be paying the 
banks twelve millions a year for doing it; whereas, if we were 
to circulate our own notes, it would cost us nothing. 

A narrower idea of cost to the government can hardly be 
conceived. The placing of a loan on the security of which 
bank notes should be issued, so as to prevent in a large meas- 
ure the further disarrangement of values, and which would in 
a short time do away with the high premiums on exchange 
between banks in different states, was considered to be an 
extravagant measure! It was not recognized at the time that a 
further issue of irredeemable notes would cost the government 
its financial honor, though such turned out to be the result; the 
issue fed the speculative spirit of the country upon its favorite 
diet of inflation. This was entirely overlooked in the effort to 
save a few dollars in immediate outlay. 

The greenbacks had already fallen very much. In some 
places they were even below the notes of state banks.* Up to 
10th February 1863, the government had authorized the issue 
of 300 millions of legal-tender notes. Further to increase this 
amount by passing the bill then before Congress would, many 
thought, greatly increase the depreciation of the irredeemable 
paper. 

(3) Up to this time the sales of bonds had been limited to 
such amounts as would be taken at not less than an equivalent 
of par. This, however, really signified nothing; for while the 
sales were negotiated at par the par was computed in depreciated 
greenbacks, not in gold. 

It is commonly asserted today that an increase of taxation 
was not advocated during the war nearly as much as it should 


*This was the case in Kentucky.—Congressional Globe, XXXVII. Congress, 3rd 
Session, p. 846. 
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have been. From the debate upon the national bank bill it does 
not appear that Congress regarded an increase of taxes as 
in any sense a substitute for the national banking system. 
Indeed, the possibility of such an increase was mentioned but 
once, and then not in an aggressive manner. Representative 
Noble, of Ohio, opposed the national banking system as a bor- 
rowing scheme, and declared that the proper source of revenue 
was taxation. He said that when the expenses of the govern- 
ment were large it could only sustain itself by drawing more 
from its subjects by means of taxes, either directly or indirectly ; 
that if it resorted to its credit the debts contracted must event- 
ually be paid in the same way. 

Such were the schemes offered as substitutes for the national 
banking system, but from the date of its introduction this sys- 
tem grew steadily in favor with Congress. It soon became evi- 
dent that the country was to have a banking law for the purpose 
of obtaining a national currency. It was not claimed at any 
time for the bill that it was perfect, and amendments were asked 
for and often adopted. 

The National Bank Act may be considered (1) as a war 


measure, and (2) as the basis of a permanent institution. 


II. 


As has been stated, the immediate purpose of the National 
Bank Act was to assist in providing funds for war purposes. 
Only such measures, however, as are intended to give immediate 
assistance in providing means can properly be regarded war 
measures. The national bank bill was looked upon by some as 
capable of rendering aid at once by giving “support to the 
national credit.’’ When finances are properly administered pub- 
lic credit does not call for support ; but at this time the public 
credit was weak, and there seems to have been a feeling present 
among some of the men most influential at the time, that the bill 
would strengthen public credit, and that for the purpose of get- 
ting funds it was something more than a borrowing measure. In 
a speech made on the roth of February, Senator Sherman said of 
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the bill, that if it passed it would so improve the credit of the 
nation that there would be no difficulty in obtaining “the 
additional loans required for the service of the current and 
succeeding year at fair and reasonable rates.”* Such a char- 
acterization of the act could only have been made by statesmen 
who had had experience with an irredeemable paper currency. 
No doubt in reality they regarded this bill as only another bor- 
rowing scheme, but one founded upon a better basis than former 
ones. Indeed this bill offered fair inducements and security in 
the form of immediate interest upon loans made and deferred 
payment of the principal. And contrasting this with the system 
of forced loans without interest in the form of greenbacks it 
might well be characterized as an act calculated to support the 
public credit. In fact, however, no borrowing scheme can sup- 
port the public credit. Public credit exists, and therefore bor- 
rowing can take place. Upon the strength or weakness of 
public credit as it exists depends the success of the loans made. 
It was believed by Senator Sherman that this bill would result 
ina sale of more than $300,000,000 of bonds during the first 
year.? Secretary Chase thought that the demand for currency 
under the bill would lead within a very few years to a deposit of 
$250,000,000 in United States bonds in the treasury at Washing- 
ton Such was the immediate advantage expected from the 
bill. But little direct aid was “expected from this plan during 
the present nor very much perhaps during the next year.’ 

In case of a long war other aid was expected, but there was a 
feeling earlier in the contest that the war would not be a very 
long one. By this time, however, the war was proving formid- 


* The same general view of the bill was taken by the New York 77ridune, 13th 
February 1863. It said in substance that the bill was calculated to strengthen the 
national finances, under the terrible strain then bearing upon them ; that it would cause 
the currency to appreciate, and would supply new safeguards against the repudiation 
of the national debt. 

?In 1863 only 134 banks were organized with a capital stock of $16,378,700. 
During 1864, 453 banks were organized with a capital stock of only $79,366,950. 

3 Report of the Secretary of the Treasury, 1862, p. 18. 

4 Ibid., p. 24. 
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able enough for the most determined and hopeful. Senator 
Sherman said that he believed the war would last longer than 
many of his friends thought, and that the country must have a 
financial system to meet the emergency. And again he said: 
‘‘We cannot maintain our nationality unless we establish a sound 
and stable financial system; and as the basis of it we must have 
a uniform national currency.’ In this light the New York 776- 
une also regarded the bill, putting it upon the same basis as the 
bill for organizing the national militia under the direction of the 
President. The 7ribune declared that the militia bill and the 
national bank bill were ‘both strong measures, such as were 
adapted to and would only be carried in a season of extreme 
national peril.”’ * 

The national bank act now begins to appear in its proper his 
torical bearing. It was to form a vital part of the actual system 
of finance ; it did not, however, entirely systematize the already 
incoherent policy of the Treasury. On the contrary, Secretary 
Chase’s recommendations of December 1862, outlined a very 
composite system: (1) An increase in the duties on various 
imports ; (2) an increase of the direct tax; (3) the levying of 
internal duties ; (4) a limited issue of United States notes con- 
vertible into coin ; (5) the negotiation of loans facilitated by 
the organization of banking associations. 

Secretary Chase is reported to have said in a letter to the 
Finance Committee of the Senate, that if the bank bill should 
pass he would be able to carry on the financial operations of 
the government without further issue of United States notes 3 
The Senate advocates of this bill asserted that further issues of 
legal tender paper in some form or other could be stopped only 
by the sale of interest-bearing bonds. These bonds, however, 
could not be converted into money rapidly enough to carry on 
the government without the benefit of some such agencies as 
were provided in the national bank bill. 


* Congressional Globe, XX XVII. Congress, 3rd Session, p. 845. 
* 26th February 1863. 
3 New York 7ribune, Washington Dispatches, February 2 and 3 1863. 
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The national bank bill was regarded also as a supplement of 
the revenue bill, under consideration at the same time. More 
vigorous revenue measures were necessary, and the revenue bill 
demanded more attention than the national bank bill. The rev- 
enue bill, however, bore uponthe currency problem ; it contained 
a clause imposing a tax of two per cent. upon the issues of all 
banks when these issues extended beyond a certain per cent. of 
capital stock. Opponents of the national bank bill looked 
upon this clause as a blow aimed directly at the state institutions. 
While no provision of the kind was contained in the national 
bank bill, the provision was nevertheless a very real part of the 
proposed financial legislation. Senator Collamer of Vermont 
regarded the taxing provision with special disfavor in his discus- 
sions of the national bank bill. He declared that the clause tax- 
ing the state bank issues was the ‘‘cognate”’ of the national bank 
bill, that the two per cent. tax added to the tax already imposed 
on the capital stock of the banks would make a total of three 
per cent. He estimated that the banks at that time earned seven 
per cent. The total tax would leave them four percent. The 
banks, he thought, would be forced to close, and he adds, “ It is 
intended to be so; if it does not effect that purpose sooner or 
iater, then the great purpose of this bill fails; you do not get a 
uniform national currency ; if this will not do it, more shall do 
it, and a larger tax will be imposed. That is part of the sys- 
tem; but I grant that this will do it.” Senator Chandler, of 
Michigan, a merchant and banker of experience, spoke in a some- 
what similar strain after referring to the proposed issue of addi- 
tional United States notes. His object was to reduce this redun- 
dant circulation. ‘I believe,” said he, ‘we have a right and it is 
our duty, if we can by taxation, to drive out a portion of our 
banking circulation in order to create a vacuum for our own cir- 
culation.”” Senator Sherman regarded the tax as not burden- 
some to the banks because “ one-half of the additional profits 
made by the banks during the suspension of specie payments” 
would easily pay the tax. 

The state institutions had staunch friends. To induce these 
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to yield to the national system, appeals were made to patriotism. 
The bill appealed to the patriotism of the people and of the state 
banks themselves to induce them to withdraw their local circu- 
lations and convert them into a circulation of national notes. In 
opposition to Senator Collamer’s vigorous defence of the banks 
in the northeastern states, Senator Chandler, of Michigan, spoke 
as one who had had experience with depreciated bank notes. He 
had “hoped,” he said, “that the New England banks and other 
eastern banks that have been flooding the West with their paper 
money for some years past, would be sufficiently patriotic to come 
in and take these bonds, pay the money into the treasury, and 
circulate these notes instead of the rags with which they are now 
flooding the country.” He corroborated the statement made by 
Senator Collamer that the New England banks sent their circula- 
tion out West, but also said, ‘‘We do not thank them for it. We 
prefer the greenbacks which are today at one-half of one per cent. 
premium in my own city.” 

While there is no doubt that this system, or even the passing 
of the bill, in a large measure removed the financial weakness of 
the nation, it was praised too highly. When the funds immedi- 
ately available from this source are compared with those already 
derived from other sources, and with the great amount that would 
in all probability be needed at an early date, it is seen that this 
bill, at its best, could produce only a small part of the funds nec- 
essary at the time. It was claimed, however, that its passage 
would lead to the negotiation at reasonable rates of loans which 
might become necessary in the next year or so. It is true 
that in this bill a fair return was promised for the funds desired ; 
but the indirect effect of a loan (for this was a loan act) well 
negotiated, upon the negotiation of further loans, is a very inde- 
terminable quantity. Further loans would have to be negotiated 
independently. It could have been only along the line of indi- 
rect aid to credit that Senator Sherman saw a potential demand 
for 500 millions of our bonds, and credit given to 1,000 millions 
as a result of the passage of this act." 


* Congressional Globe, XXXVII. Congress, 3rd Session, pp. 843, 875. 
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Mr. Walker declared that “if, under this system, during this 
stupendous rebellion, involving the existence of the government, 
with armies and expenditures unexampled in history, the Secre- 
tary (as with the aid of Congress and the banks, I believe he can) 
should secure us a sound and uniform currency, and negotiate vast 
loans running twenty years at par, the government paying only 
4 per cent. per annum, he will have accomplished a financial mir- 
acle and deserved a fame nearest to that of the first and greatest 
of his predecessors, the peerless Hamilton.”’? 

The National Bank Act seems to have failed, partially at least, 
to provide immediate means for carrying on the war. Instead of 
bringing into the national Treasury at once $250,000,000 or $300,- 
000,000, it had brought in by the close of the year 1863 only 
$16,378,700, and by the last of June, 1865, only $235,959,100.? 


III. 


It may be thought by some that the national banking system 
was constructed wholly without precedent or example. The idea 
was not, however, altogether a new one. It must be kept especially 
in mind that uniformity and stability of currency were the great 
ends sought by the founders of the system. Both Secretary 
Chase and Senator Sherman thought that the principle of the 
system had already been tried, and that its introduction at this 
time would not be an experiment.3 The advocates of the bill 
were not ignorant of our banking history. Senator Sherman 
asserted that this bill sought to accomplish only what all the 
statesmen of our country had sought to accomplish up to that 
time. It is of course not true that all of our statesmen had striven 
for a national system; indeed some have been altogether opposed 
to anything resembling a national bank ora national banking 
system. The champion of the bill under consideration came 
nearer to the truth when he declared that “every party that had 
been organized in this country from the foundation of the govern- 


* Continental Monthly, February 1863. 

? Report of the Comptroller of the Currency, 1892, p. 18. 

3“In the state of New York and in one or more of the other states, it has been 
subjected in its most essential parts to the test of experiment, and has been found prac- 
ticable and useful.”—Report of the Secretary of the Treasury, 1861, p. 19. 
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ment to the present time, had, at some period of its history, sought 
to accomplish this object of a uniform currency.” The Federal- 
ists, it was asserted, under the lead of Hamilton, brought order 
out of chaos after the Revolutionary war by the creation of the 
United States Bank. For twenty years this gave the country a 
stable currency. Following the expiration of this Bank there 
was a period of four or five years of local bank issues,—a period of 
confusion and disorder. Then came the second United States Bank, 
brought about by the Republican party under the leadership of 
Mr. Dallas and Mr. Madison. It was pointed out that the debates 
on the establishment of this Bank were quite similar to the one 
in which the Senate was now engaged. Conditions similar to 
those which now troubled the nation were present in 1815 and 
1816—‘‘a depreciated and disordered paper currency which could 
only be remedied by the substitution of one national currency.” 
Again there followed a period of twenty years under a stable cur- 
rency.* When the charter of this Bank expired there was no debt, 
and since there was in the country plenty of gold and silver for a 
national currency there was no need of paper. There was, how- 
ever, plenty of paper currency to meet any needs which might be 
felt, provided by the issues of local banks. Insecurity, the first 
symptom of an unhealthy monetary system, entered into ex- 
changes soon after the expiration of the second Bank, and the Inde- 
pendent Treasury was established to facilitate the transactions of 
the general government. Through this institution the financial 
operations of the government were freed from the entangled credit 
operations of the unsound banking system of the time. Mr. 
Walker said: ‘I made the divorce complete, a vinculo matrimonit.” 
This law was regarded by some of the advocates of the national 


banking system as a wise measure for its time, although, of 
course, it could not be cited as a precedent for a national cur- 
rency.* 


* Of course neither of our first great banks gave to the country a uniform currency. 
But those institutions exerted a salutary influence in the direction of uniform excellence 
in the issues of the local banks of those times. 

*It seems, however, that if the record is correct Senator Sherman meant to do this. 
He says, “‘ The Democratic party from 1837 to 1845 adopted the Sub-Treasury scheme 
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The Bank of England and the Bank of France were cited as 
examples of the successful working of a national banking system, 
and the fact noted that the issues of the Bank of England were 
based either upon gold or silver, or upon government securities. * 
In both of these systems was found an illustration of the fact 
that before a government can borrow large sums there must be 
some connecting link between the government and those who have 
money to loan. 

Mr. Spaulding, of New York, held the national bank bill to 
be similar to the free banking law of the State of New York, 
which had been in successful operation since 1838. After the bill 
had been under discussion for a short time in the Senate, the dis- 
patches to the New York 7ridune from Washington stated that 
the principle of the general banking system of New York and of 
her safety fund system was the one upon which the majority of 
Congress seemed disposed to found a national currency.* The 
idea of a system of banking sufficiently general to be called in a 
sense national, as it appeared in history, seems, therefore, to have 
exerted no small influence upon Congress in the establishment of 
the banking system now in force in the United States. 

The ultimate aim which the advocates of this bill kept con- 
tinually in mind was uniformity and security in bank note circu- 
lation. In his first report, Mr. Chase stated that the value of the 
existing bank note circulation depended on the laws of thirty-four 


as their national currency.”—Congressional Globe, XX XVII. Congress, 3rd Session p. 
844. This is a lapse on the Senator’s part, or it is a mistake in the record. First, the 
dates are wrong. The Independent Treasury was established in 1846. In the second 
place, by no stretch of metaphor could the scheme be called a national currency. It 
simply provided that the transactions by and with the government must be in specie. 


‘It was stated that “usually the Government securities were largely in excess of 
the circulation.”—Congressional Globe, XX XVII. Congress, 3rd Session, p. 844. Asa 
matter of fact these securities are usually much less than the minimum circulation. 


? These dispatches also state that in New York the two systems worked together 
harmoniously, the free banking absorbing the safety fund system through the expiration 
of charters, and the force of self-interest. It took twenty years in New York for the 
absorption to take place, and a like period, it was thought, would be necessary to accom- 
plish the change proposed by the bill under consideration.— 77idune, 2nd February 
1863. 
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states and the charters of some sixteen hundred private corpora- 
tions, and that circulation was usually in inverse ratio to solvency. 
Failures were frequent; only a short time prior to this the states 
in the Mississippi Valley had experienced a very severe trial with 
“wild-cat”’ and ‘“‘bogus” banks.? From such confusion the country 
demanded protection. Therefore, Mr. Chase gave as the central 
idea of this proposed measure, “the establishment of one sound, 
uniform circulation of equal value throughout the country upon 
the foundation of national credit combined with private capital.” 

The advantages of uniformity were not hidden from the states- 
men of that day who had been taught in the bitter school of 
experience what were the disadvantages of a mongrel currency. 
The great advantage to the business of the community of a uni- 
form currency would lie in economy of exhange. This point was 
clearly made by Secretary Chase in his Report of 1861, when he 
recommended the system for the first time, and it was reiterated 
in his Report of 1862. 

Western people especially stood in need of a sound currency, 
both for use among themselves and in their transactions with 


* The condition of the circulation at this time was such that one is not surprised to 
read in the London 7imes that it appeared to Europeans a relic of “barbarism.” The 
following table gives some indications on the condition of the currency : 

1856 1862 
Number of banks - - - - - 1409 1500 
Number whose notes are not counterfeited 463 253 
Number of kinds of “imitations” - - 1462 1861 
Number of kinds of alterations - 1119 3039 
Number of kinds of “spurious” - - - 224 1685 

Given by Senator Sherman, Congressional Globe XXXVII. Congress 3d Session, p. 844. 

From the National /ntelligencer, Washington, February 1863, we have the number 
of banks estimated at 1395. And on the estimate of six different denominations of 
notes for each bank, there would be 8370 varieties of notes. This variety would, of 
course, be in form, color, size, manner of security and so forth. 


2A writer in Hunt’s Merchants’ Magazine, January 1863, thus describes the cur- 
rency in the West: “There the frequently worthless issues of the State of Maine and 
of other New England states, the ‘shinplasters’ of Michigan, the ‘ wild-cats’ of Georgia» 
of Canada and of Pennsylvania, the ‘red-dogs’ of Indiana and Nebraska, the miser- 
ably engraved ‘rags’ of North Carolina and Kentucky, Missouri and Virginia, and the 
not-soon-to-be-forgotten ‘stumptail’ of Llinois and Wisconsin, are mixed indiscrimin- 
ately with the par currency of New York and Boston.” 
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eastern banks. Senator Pomeroy of Kansas thought the proposed 
system very desirable for the western states where banking was 
not conducted on as sound a basis as it was in New England and 
especially in New York. In those states the issues of local banks 
were at par, or usually nearly so, which was by no means true of 
western banks. It often happened when debtors in the West 
came to pay their debts in New York that they had to submit to 
a very considerable depreciation, paying “two per cent., 
three per cent. and five per cent in exchange.”* So obvious an 
advantage as uniformity could not but appeal to the whole people 
suffering so many inconveniences arising out of the chaotic admin- 
istration of the time. The strongest opposition to the proposed 
system naturally came from representatives of those sections which 
were making profit out of the heterogeneity of the system in exist- 
ence. The demand for uniformity, however, grew steadily stronger. 

From the political rather than from the economic side argu- 
ment was often brought forward that uniformity would prove a 
safe bond of union between the states. The doctrine of states’ 
rights many thought to be the “evil of the times,” and this bill 
would in their judgment promote a sentiment of nationality ; 
dependence upon the United States for a medium of exchange 
would create a broader spirit of national patriotism. A strong 
consolidated government might, it was held, have been able 
altogether to avert, or at least have been more readily able to put 
down the rebellion. The institution of the Sub-Treasury was held 
partly responsible for the lack of a sentiment of nationality as it was 
termed, a result of the separation of private from national inter- 
ests. ‘The Independent Treasury law unnecessarily isolated the 
Government from all the capitalists and the accumulated capital 
of the country.”* Upon the ground of union of public and 
private interests for strengthening the feeling of nationality the 
outline for a national currency was pressed rather than upon the 
ground of immediate financial gain to public or private interests. 


* Congressional Globe, XX XVII. Congress, 3d Session, p. 850. 


? Mr. Spaulding, of New York, Congressional Globe, XX XVII. Congress, 3d Session, 
p. 1115. 
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What relation the proposed national system should sustain to 
state institutions already in existence was a matter of great con- 
cern. The Secretary of the Treasury undoubtedly intended that 
the state institutions should be transformed into national institu- 
tions; such transformation would, he thought, serve the best 
interests of the community and be entirely constitutional. In 
his report for 1862 he said of the system that it ‘contemplated 
the gradual withdrawal of bank note circulation and proposed a 
United States note circulation furnished to banking institutions.” 
On the question of constitutionality the Secretary, notwithstand- 
ing a decision’ of the Supreme Court to the contrary, took the 
ground in 1861 that the issuing of notes by the state banks fell 
“within the spirit if not within the letter of the constitutional 
prohibition of the emission of bills of credit by the states and of 
the making by them of anything except gold and silver coin a 
legal tender in the payment of debts.”? The issues of state banks 
may or may not have been constitutional; the mere fact that a 
particular institution exists under the Constitution does not pre- 
vent its being a harmful institution. When the public wel- 
fare required the suppression of the issues of state banks, Con- 
gress, in spirit at least, disregarded the Supreme Court decision 
and suppressed those issues by legislation which was virtually an 
exercise of the police power of taxation. 

When the bill was introduced in the Senate it contained a 
clause taxing state banks one per cent. semi-annually upon the 
whole amount of their issues.3 Opponents of the system dubbed 
this the ‘“ coercive” feature of the bill. Many thought that the 


' Briscoe v. Bank of the Commonwealth of Kentucky.—(11 Pet. 257. 


* Report of the Secretary of the Treasury, 1861, p. 17. 


and every bank, banking association, or corporation not organized 
under the provisions of this act, issuing notes calculated or intended to circulate as 
money, shall, on the first day of July next, and regularly on the first days of January 
and July thereafter, make and deliver to the Comptroller of the Currency an accurate 
return of the gross amount of notes issued by it, whether in circulation, or in its vaults, 
or on deposit elsewhere, specifying the amounts of the several denominations; and 
shall pay to the Comptroller of the Currency, semi-annually at the time of making such 
return, in lawful money of the United States, one per centum upon the gross amount of 
notes issued, according to such return; the bank, banking association, or corporation so 
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purpose of the clause was to force the state banks to deposit 
United States stocks at once and obtain United States notes, and 
so at once to introduce the uniform currency into the circula- 
tion.’ 

It appears from the above discussion, as well as from the dis- 
cussion of the tax feature of the Revenue Bill of 3d March, 1863, 
that many entertained the idea of taxing the state bank issues 
out of existence. The tax which was afterwards imposed was 
not, therefore, so much of an afterthought as Mr. Horace White 
implies.? Nothing can be more obvious from the debates than 
that the national system was to supersede the system of state 
banks. Nor was the idea of compulsion altogether given up 
when the coercive feature of the original bill was stricken out.? 


failing to make return, shall pay to the United States a penalty of two per centum 
upon its entire capital stock, to be recovered, for the use of the United States, in any 
court of competent jurisdiction.” Sec. 21 of the bill as introduced by Mr. Sherman. 
—New York Times, 30th January 1863. 

‘A dispatch from Washington to the New York 77zbune suggested that the oppo- 
sition in the House to the idea of a national bank bill might perhaps “ be conciliated 
by abandoning the coercive feature of that proposed measure, and permitting the state 
banks to retire their currency at will and take United States stocks and Treasury 
notes.”—30th January 1863. 

The 7ribune also stated that Mr. Chase had declared his willingness to surrender 
the coercive feature of the bill ; that except two members the whole Committee of Ways 
and Means were for the bill, and that they were at liberty to support it and probably 
would do so if it were modified by striking out the compulsory feature of section 18 
[21] and permitting the state banks to deposit government stocks whenever they 
pleased with the United States Treasurer, and receive the uniform currency.—(2d 
February 1863.) 

Representative Spaulding, of New York, said: “The coercive feature having 
been stricken out, I intend to give it my vote.”—Congressional Globe, XX XVII. Con- 
gress, 3d Session, p. 1114. 

Mr. Amasa Walker, representative from Massachusetts, favored a semi-annual 
tax of three per cent. on the bank note circulation of the country, which would drive 
that circulation entirely out of existence, greenbacks would take the place of state 
notes, and upon the resumption of specie payments we should have one kind of currency. 
He preferred greenbacks to the national banking system, but the national banking 
system in preference to the system then in vogue.—‘‘ Remarks prepared for but not 
delivered in the House upon the National Bank Bill.” Bankers’ Magazine, May 1863, 
pp. 833-843. See also his speech on the National Finances in the House, 15th Janu- 
ary 1863. 

* Annals of the American Academy, March 1893, p. 2. 
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The revenue bill, referred to by the opponents of the national 
bank bill as the ‘‘accompanying measure,’”’ was cited by both 
Senator Powell, of Kentucky, and Senator Collamer, of Vermont, 
as inimical to the state institutions. Certainly some of the pro- 
visions* of the Act as passed bore more heavily upon the state 
institutions than upon the national banks. All banks having a 
capital stock of $100,000 and under had to pay a one per cent. 
tax semi-annually upon all notes issued above ninety per cent. of 
their capital stock. No national bank could issue notes beyond 
this amount, and few banks of any kind would pay the heavier 
taxes of this provision because few had a capital stock of more 
than $100,000. Again the provision that all banks must pay a 
five per cent. semi-annual tax on issues of fractional parts of one 
dollar, bore only upon state banks; nor can this provision be 
regarded as a revenue measure. It was a use of the police power 
of taxation to suppress such notes 

Senator Collamer had ground for believing that the general 
tendency of legislation was against the state banks, and he was 
right in predicting that a bill to tax state bank issues would speed- 
ily follow the passage of the national bank bill.* The idea that 


state banks were to be superseded by national banks appears in 


"The Revenue Act of 3d March, 1863, contained five provisions for taxing banks: 
(1) All banks, corporations, or individuals issuing notes for circulation as currency 
had to pay a tax of one per cent. semi-annually after 1st April, 1863, upon the aver- 
age amount of notes issued beyond a certain per cent. of their capital stock. This 
limit was as follows: for banks having a capital stock of $100,000 and under, 
90 per cent.; between $100,000 and $200,000, 80 per cent.; between $200,000 
and $300,000, 70 per cent.; between $300,000 and $500,000, 60 per cent.; between 
$400,000 and $1,000,000, 50 per cent.; between $1,000,000 and $1,500,000, 40 per cent. ; 
between $1,500,000 and $2,000,000, 30 per cent.; for those having over $2,000,000, 20 
percent. (2) The notes not taxed by the foregoing provision were to be taxed one- 
half of one per cent. semi-annually. (3) All banks issuing currency of fractional 
parts of one dollar were to pay five per cent. each half year on the amount of such 
notes. (4) All banks had to pay a tax of one-eighth of one per cent. on the average 
amount of deposits beyond the average amount of their circulation lawfully issued and 
outstanding as currency. (5) The tax on the national banks was the same as that laid 
on the circulation and deposits of all other banks.—12 United States Statutes at Large, 
709. 

* Congressional Globe, XX XVII. Congress, 3d Session, p. 846. 
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numerous statements made at the time.* One of the amend- 
ments adopted immediately and without any discussion, was for 
the express purpose of paving the way for the conversion of 
state banks into national banks.” 

Clearly, the national banking system was intended to bea 
war measure in so far as it would facilitate the sale of bonds, but 
experience had fully demonstrated the need of a permanent uni- 
form currency. In the absence of a uniform national currency, 
and of the complex affiliation which depends upon such a cur- 
rency, the Union was denied a powerful aid in the suppression of 
the Rebellion. The government had abdicated an “essential 
national authority” in allowing the thirty-four states of the 
Nation to issue its currency, and this abdication furnished a sine 
qua non of rebellion. To say, as was said, that “with nothing 
but a national currency the revolting states could never have 
successfully inaugurated this war,” is to overstep the mark; and 
it is a bold metaphor to assert that under the state bank system 
every bank, however loyal to its stockholders, ‘became a citadel 


™“The more general advantages which have beendescribed . . . . will only 
be fully apparent when the national circulation furnished by them (the national banks) 
shall become the established and sole note circulation of the country.”—Refort of the 
Secretary of the Treasury, 1862, p. 24. 

“This currency will gradually, quietly supersede the local money without affecting 
or deranging any of the ordinary operations of life.’"—-Mr. Sherman, Congressional 
Globe, XX XVII. Congress, 3rd Session, p. 876. 

Senator Davis, of Kentucky, characterized the bill as a “monster making its 
appearance in our midst for the purpose of breaking down this system of state banks.’ 
—-Congressional Globe, XX XVII. Congress, 3rd Session, p. 880. 

Numerous other statements of similar import might be quoted. 


?The amendment was made for the benefit of those state banks holding United 
States securities to the extent of fifty per cent. of their capital stock. Banks could 
deposit these securities with the Treasurer of the United States and obtain currency to 
the amount of eighty per cent. of the transfer. If any bank accepting this offer should 
fail to redeem any of its notes, the Comptroller, on proof of the same, should declare the 
bonds deposited by the bank as transferred and forfeited to the Treasurer of the United 
States. The United States then became responsible for the redemption of the notes of 
the defaulted banks. The bonds forfeited were to be cancelled to the extent of the 


notes redeemed, or, if sold, the amount of redemption should be deducted and the 
residue returned to the bank.—Congressional Globe, XXXVII. Congress, 3rd Session» 
p. 850. 
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whose artillery bore with more fearful effect upon the govern- 
ment than all the armies of the rebellion.’ 

It is true that the financial interests of the general govern- 
ment and the interests of private individuals were separated by 
the financial institutions existing prior to the inauguration of the 
national banking system; the union of these interests has trans- 
ferred to the side of the government all the private interests for- 
merly divided among local institutions in isolated communities. 
This truth was clearly perceived after the Sub-Treasury had been 
“virtually suspended,” and the stranded national government had 
had to go begging to the state banks of New York, Boston 
and Philadelphia. It was held that the time was propitious for 
the enactment of this great measure, and “that the duty of the 
government in providing a national currency should no longer 
be neglected.” It was expected that the banks would become 
an agency for the collection of taxes, that they could be used as 
depositories for public funds alongside of the Sub-Treasury, that 
the system would furnish a valuable medium for funding a large 
part of the national debt, and that it would, better than any 
other system, pave the way for resumption of specie payments. 

The first two of these expectations proved visionary. As for 
the debt, less of it has been absorbed, probably, than was hoped 
would be—about one-fifth of the entire war debt being the usual 
proportion held by national banks.’ 

The manner in which the national banking system would aid 
a return to specie payment is not stated in the debate. 

We have now considered the debates of Congress on the 
national bank bill during the month of February 1863, as also 
opinions reflected by the press. In addition to the above histor- 
ical discussion, some observations upon the real merits of the 
measure, made in the light of subsequent experience, may be in 
order. 


*R. J. Walker, Continental Monthly, February 1863. 


?The largest amount of United States bonds ever held at any one time by the 
national banks, as security for circulation, was $391,171,200, the amount held in 13874. 
The whole national debt at that time was $1,788,876,262. 
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The objection that the national bank system would sound the 
knell of the state banks was not well taken. The real unsound- 
ness of the cbjection seems, however, to have been almost wholly 
overlooked. Either it was regarded as being so obviously 
unfounded as to deserve no consideration, or there existed no 
small amount of ignorance in both houses of Congress as to the 
real nature of banking. The real question was brought up but 
once, and then only negatively. One day Senator Harris, of 
New York, declared that the state banks would be loth to give 
up their charter privileges. Senator Sherman asked that a sin- 
gle charter privilege of the banks of New York beside the power 
to issue circulation be mentioned. Senator Harris could not 
mention any, but was sure that the banks felt they had advan- 
tages. The whole argument concerning the destruction of the 
state banks by the national system seems to have been based on 
the idea that the whole profit of a bank comes from its note 
circulation. A new currency was to supplant the currency of 
the state banks; therefore the state banks would have nothing to 
do, and would of course close their doors. Moreover, the new 
banks were to be paid interest on the bonds upon which their 
currency was issued, and would thus have an additional source 
of gain. During the suspension of specie payment the issues of 
notes by banks bore a greater proportion to loans and discounts 
than commonly occurs ; but, evidently, in normal times a bank 
looks for its profits entirely to its loans and discounts. A por- 
tion of its loans the bank makes in the form of note issues, and 
upon this portion, as upon the rest, it expects to derive a profit. 
This is not, however, because the loan is in the form of bank 
notes, but because the issue isa loan. If the bank could not 
issue notes, it could make the loan in another form and derive 
the same profit. But the profit to a bank from its own issues, 
either from lending them or from the interest on the securities 
upon which they are based, is so small when compared with the 
whole profit from loans and discounts, that it is frequently not 
an important item. 

The objection that the measure was not in every particular 
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in accord with principles of sound banking was well taken. 
This objection was made with special reference to the proposed 
provision for note redemption. 

Senator Howard, of Michigan, declared that the bill ignored 
the only sound principle upon which a paper currency could be 
issued, 2. ¢., that it ‘‘be convertible at the will of the holder into 
specie.”” Senator Powell, of Kentucky, tried, with praisewor- 
thy persistence, to improve the mechanism for note redemption. 
On gth February, he introduced an amendment requiring the 
banks organized under the bill to keep in their vaults, “in gold 
and silver coin of all kinds, an amount equal to at least one- 
fourth of the amount of the notes they are authorized to issue.” 
He held that this was necessary to provide ample security to the 
note holders. As the bill stood the notes were to be issued on 
United States stocks from forty to fifty per cent. below par. The 
reserve was to be twenty-five per cent. in the ‘‘ lawful money of 
the United States,” in other words, government notes farther 
below par than the bonds of the government. It was feared also 
that the Legal Tender Acts might be judged unconstitutional. 
The amendment offered by Senator Powell, however, attracted 
but little attention ; it was dismissed with the observation that 
the nation was in the throes of civil war, and that at such times 
specie payments are naturally suspended. Such, it was explained, 
had been the case in England during the war with Napoleon, and 
it was argued that such had always been the case in every coun- 
try involved in a great war. The amendment was called up the 
next day, but the war argument had set the seal of death upon 
it, and it was rejected by a vote of 22 to 14. 

Failing in the attempt to get a reserve of gold and silver 
to the extent of one-fourth of the circulation of the banks, Sen- 
ator Powell moved that the banks be compelled at all times to 
redeem their notes in gold and silver instead of in lawful money 
of the United States. This attempt to put the system upon a 
specie basis also failed. Mr. Powell next made an attempt to 
force as speedy a return as possible to such a basis after the war 
was over. To that end he offered an amendment to compel the 
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banks, twelve months after the war should cease, to redeem their 
notes in gold and silver coin. The amendment was lost. He 
renewed both his first and last amendments on 11th February, 
but both were again rejected. 

The only other proposed amendment that elicited any discus- 
sion sought to place the minimum capital of any national bank 
at $300,000 instead of $50,000. The intention of this proposi- 
tion was to prevent the establishment of a great number of small 
banks in all parts of the country. It was held that so small 
a capital as $50,000 would permit the establishment of banks 
many of which would necessarily be at points inaccessible for 
redemption. A few banks, it was urged, with a large capital 
would give far more stability to the currency. The history of 
the banks of the country and their failure to secure a good cir- 
culating medium seemed to justify such a belief. Senator Pom- 
eroy of Kansas, however, objected to the amendment on the 
ground that the provision for banks with small capital was a very 
appropriate one, especially for the western states. These states 
had suffered severely from an unstable currency, and this pro- 
vision would give them the same advantages as had hitherto been 
enjoyed in the East. The argument was also made that the 
establishment of small banks would aid in placing bonds. So 
this amendment too was lost. 

The clause allowing banking institutions of any state or 
territory to come in under the new law, without dissolution and 
reorganization, was so amended as to strike out the word terri- 
tory. Charters granted by territories and not confirmed by 
Congress, it was held, were illegal, and therefore such banks 
should be debarred from the benefits of the new law. This was 
in accordance with the Congressional Act of 1836, annulling 
bank charters granted by territories." 

Other objections were raised against special features of the 


‘In 1836, Congress passed “An Act to disapprove and annul certain acts of the 
Territory of Florida and for other purposes.” The first section provided that no act 
of the territorial legislatures incorporating a banking institution thereafter, should be 
valid unless approved by Congress.—Act of July 1, 1836. ¢ U. S. Statutes at Large, 
p. 61. 
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bill, but none of them rested upon a sufficient basis to justify 
an amendment. 

In some states a school tax, and also a town tax, were 
. derived from the state banks.* In so far as the national system 
displaced the state system the state would of course be deprived 
of this tax. It was held, however, that the gain to the nation at 
large would more than compensate for the losses of individual 
states. 

It was also objected that the provision for redemption of 
notes through the federal treasury was unwise. If the bonds 
should fall in value, the provision that twenty-five per cent. of 
the circulation should be kept on hand would be worth but little. 
A bank which found its security falling in value would close up 
and leave its depreciated bonds in the hands of the government 
for redemption of outstanding notes. 

The political significance of the system was also a point of 
attack. As compared with the Second Bank of the United 
States, the system now to be inaugurated looked very formida- 
ble. If the Second Bank was discontinued for fear of its becom- 
ing a dangerous political weapon, how much more ought one 
to hesitate before the inauguration of a similar system on a much 
larger scale. The former bank had a capital stock of $35,000,- 
000; now we were to have a system of banks with a capital 
stock of $300,000,000. The great power conferred upon the 
Secretary of the Treasury in the appointment of subordinate 
officers, especially of the Comptroller, was regarded with sus- 
picion; and in the office of the Comptroller itself there was 
thought to lie the means of dangerous political power. 

The bill allowed banks in different states to charge different 
rates of interest according to the legal rates of the states, and 
it was held by some that it would be better to have the rate 
uniform. Such a contention proceeds upon a wholly false idea 
of the nature of money as a circulating medium. A uniform 
rate of interest is as absurd as a uniform price of corn or wheat. 
And as a law establishing a uniform price for wheat or corn 


* This was the case in New Hampshire. 
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would be regarded by all as an iniquity, so we must regard a law 
fixing a uniform rate of interest in the same manner. 

The national bank bill was not a significant one if the amount 
of time spent upon it in debate is to be the criterion. Although 
it was introduced in the Senate 26th of January,’ it received 


*Course of the bills introduced prior to Senator Sherman’s bill: 11th July 1862, 
Bill introduced in the House by Mr. Hooper of Massachusetts “to provide a national 
currency secured by a pledge of United States stocks, and to provide for the circula- 
tion and redemption thereof.” Read a first and second time and referred to the 
Committee of Ways and Means. 

July 12, 1862, resolution to print 5,000 extra copies referred to the Committee 
on Printing. 

July 15, 1862, resolution to print 5,000 extra copies laid on the table. January 
7, 1863, Mr. Hooper introduced a new bill. The number of the former bill was 568, 
that of the present bill was 656. Referred to the Committee of Ways and Means and 
ordered to be printed. January 8, 1863, reported adversely upon by Mr. Stevens of 
the Committee of Ways and Means. Report not accepted, because the bill was not in 
hand to be read. Mr. Stevens then reported the bill to the House. It was read a first 
and second time and passed over till January 16. January 29, 1863, Mr. Moorehead, 
of Pennsylvania, introduced a bill in the House for the same purpose as the Hooper 
bill. It was read a first and second time, referred to the Committee of Ways and 
Means, and ordered to be printed. The former bill was not called up on January 16, 
as per motion, that day being taken up largely with the discussion of a further issue 
of treasury notes. 

The course of the bill which became law : 

January 26, 1863, introduced in the Senate by Senator Sherman of Ohio. Read 
twice, referred to the Committee on Finance and ordered to be printed. 

February 4, 1863, taken up in the Senate, but postponed till the 9th inst. 

February 9, 1863, called up in the Senate. 

February 9, 10, 11, discussed in the Senate. 

February 12, 1863, passed in the Senate by a vote of 23 to 21, and sent to the 
Huse. 

February 13, 1863, bill remained upon the Speaker’s table but was ordered to be 
printed. 

February 19, 1863, discussed in the House. 

February 20, 1863, discussed in the House and passed by a vote of 78 to 64. No 
amendments. 

February 21, 1863, resolution to print 10,000 extra copies referred to the Com- 
mittee on Printing. 

February 23, 1863, reported in both Senate and House as enrolled. 

February 24, 1863, 10,000 extra copies ordered by the Senate. 

February 28, 1863, concurrence by the House. 

February 25, 1863, signed by the President. 

For the law, see 12 United States Statutes at Large, p. 665. 
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practically no attention until 9th February. Then it was the 
main order of the Senate for three days. It went to the House 
12th February. Here it attracted very little attention till the 
19th. Onthe 19th and 2oth the bill was discussed, passing on 
the 20th exactly as it was received from the Senate. In both 
houses the participants in discussion were few in number. The 
law upon which our national banking system is based received 
but three days’ discussion in the Senate and two in the House. 
It was introduced 26th January, and on 25th February following 
it received the signature of the President. 

Senator Collamer of Vermont was undoubtedly the strongest 
opponent of the measure. His opposition sprung from a desire 
to preserve the state institutions. His own state and section were 
profiting in a peculiar manner from such institutions at this time. 
Senator Harris and Representative Baker, both of New York, 
spoke in the same strain. Representative Spaulding, of New York, 
was, however, one of the ablest champions of the bill. Senator 
Wilson, of Massachusetts, also championed the bill. The two sen- 
ators from Michigan were avowed advocates of the bill, although 
recognizing the fact that it was not perfect. But as has been shown 
they had had costly experiences with that very currency which the 
Senator from Vermont was defending, and out of which the New 
England banks had reaped and were reaping a profit. While the 


western senators advocated the bill more or less upon sound 


principles of banking, they felt their private interests at stake. 
Both senators from Kentucky opposed the bill. Their attitude 
depended upon sectional interests as did that of the senator from 
Vermont. Kentucky had some well managed banking institutions." 
Her representatives were loth to give them up for an untried sys- 
tem. Of course the political feature must not here be overlooked. 
One might naturally expect that the representatives from Ken- 
tucky would object to any system that tended to exalt the general 
government at the expense of the state government. Senator 
Powell declared that he believed Congress could not make a law 
establishing banking institutions within a state without first getting 


‘See bank statements, Congressional Globe, XX XVII. Congress, 3rd Session, p. 880. 
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the consent of the state. He held that the organization of pri- 
vate banking institutions or other private corporations, was “a 
matter left exclusively to the state in the exercise of its high 
sovereign power.” This argument was not, however, persistently 
urged. 

The vote" on the bill shows that in general the southern 
states opposed it and the northern states favored it; there were, 
however, exceptions. No southern state gave a senatorial vote 
for the bill, but three northern states, Vermont, Illinois and Cal- 
ifornia, gave both senatorial votes against it. The close vote in 
both houses shows that the bill was not a popular one. The vote 
in the House indicates more plainly than the vote in the Senate 
that there was not much sectional strife in passing the bill. 
While seven states voted solidly for the bill in the Senate, the 
same seven in the House gave only 27 votes out of 44 for the 
bill. While six states, including California, Illinois and Vermont, 
cast a solid vote against the bill in the Senate, the same six in 
the House gave only 17 votes out of 27 against it. Among the 
eight states which in the House cast a solid vote for the bill are 
found Tennessee and Louisiana. The remaining states casting a 
solid vote for the bill were Minnesota, Michigan, Wisconsin, Cali- 
fornia, Delaware and Kansas. Inthe House six states voted sol- 
idly against the bill, but carried a light vote, only 13 in all. The 


* The vote in the Senate: The following states voted solidly for the bill: Rhode 
Island, Michigan, Wisconsin, Maine, Oregon, Kansas, Ohio and Massachusetts. The 
following cast a solid vote against the bill: Vermont, Kentucky, Missouri, Maryland, 
California and Illinois. The following gave one vote for and one vote against it: 
Connecticut, lowa, New York, New Jersey, Minnesota and Pennsylvania. New Hamp- 
shire cast her only vote present for the bill. Virginia, Delaware and Indiana cast their 
only votes present against the bill. Total vote for the bill 23; against it, 21. 

The vote in the House: The following states cast the whole vote present for the 
bill: Minnesota (2), Michigan (4), Tennessee (2), Kansas (1), Delaware (1), Louisi- 
ana (1), California (3), Wisconsin (3). The following gave the whole vote present 
against the bill: Connecticut (3), Vermont (2), New Jersey (4), Rhode Island (1), Ore- 
gon (1), Iowa (1). The following gave a divided vote: Massachusetts (6 to 3) in 
favor of the bill, Ohio (9 to 11), Pennsylvania (12 to 7), Virginia (2 to 1), Maryland 
(2 to 2), Kentucky (1 to 7) New York (14 to 9), Indiana (5 to 4), Maine (5 to 1), 
Illinois (3 to 2), New Hampshire (1 to 1), Missouri (1 to 4). Total vote for the bill, 
78; against it, 64. 





278 JOURNAL OF POLITICAL ECONOMY. 


votes of all the remaining states were divided. It is thus seen 
from the vote in both branches of Congress that the bill was not 
passed by, or in favor of, any special section. 


IV. 


The Act of February, 1863, was, to a certain extent, necessa- 
rily an experiment, especially in its details. When the Comp- 
troller made his first report, about nine months after the enact- 
ment of the law, only 134 national banks had been organized. 
This amount of experience with the system in actual operation 
led to the detection of many of its defects, and although these 
defects were not such as would render the law liable to repeal by 
the next Congress, they were such as seriously impaired the 
working of the system. The Comptroller very properly said that 
‘ta law of so much importance as this, which is to be interpreted 
by so many people, and is to be the charter for so many banking 
institutions, should be methodical in its arrangement, clear in 
language, and comprehensive and consistent in its provisions.” 

The several defects of the Act, as a banking law, pointed out 
by the Comptroller, may be classed under the following general 
heads: (1) Defects in mechanical arrangement. Provisions con- 
cerning the same subject were scattered throughout the Act, and 
by grouping these the form and character of the Act would be 
greatly improved. (2) Defects in clearness of statement. Some 
of the provisions through lack of clearness seemed to nullify cer- 
tain other provisions, and such imperfections would continually 
lead to differences of construction between the Comptroller and 
the banks. (3) Defects in sound principles of banking. If lit- 
erally interpreted the original Act “might prevent the national 
banks from discounting on the security of the stocks of other 
corporations, many of which stocks are regarded by bankers as 
among the most desirable collaterals.” Again, it was not pro- 
vided that the banks should redeem their notes at some commer- 
cial center in addition to redeeming them at their own counters. 
Further defects of like nature but of less significance were pointed 
out by the Comptroller. (4) Defects in rigidity of requirement. 








DEBATE ON THE NATIONAL BANK ACT OF 1863. 279 


The individual liability provision was regarded as too rigid for the 
best success of the system. The requirements that all the direct- 
ors of a bank should be residents of the state in which the bank 
was situated, that the maximum number of directors should be 
nine, and the like, were examples of preciseness at the cost of 
efficiency. 

Such were, in general outline, the defects of the system as 
shown by the experience of one year. Congress did not, how- 
ever, take up the matter of revising the National Bank Act until 
March 1864. At this time Mr. Hooper reported to the House, 
from the Committee of Ways and Means, a bill" for perfecting the 
national banking system. In discussing the bill at a later date 
Mr. Hooper said that the only purpose of it was “‘ to amend the 
Act which established that system, to correct what the observa- 
tion and experience of the past year had shown to be imperfect, 
and to render the law so perfect that the state banks might be 
induced to organize under it in preference to continuing under 
their state charters.” The debate of 1864 in both branches of 
Congress was much more extended than that of 1863. This 
debate, however, dealt mainly with the details of the system, fol- 
lowing in the main the lines indicated by the criticisms and rec-’ 


‘Course of House Bill (No. 333): 

March 14, 1864, reported to the House from the Committee of Ways and Means. 

March 23-25, 29, 31; April 1, 2, 4, 5, discussed in the House. 

April 6, laid on the table by a vote of 90 to 44. 

April 8, rejected bill of the House introduced in the Senate by Mr. Sherman 
and referred to the Committee on Finance. 

April 11, Mr. Hooper, of Massachusetts, introduced a new bank bill (No. 395) in 
the House ; read twice and ordered to be printed. 

April 16, discussed in the House. 

April 18, discussed in the house and passed by a vote of 78 to 63. 

April 18, House Bill (No. 395) received in the Senate; referred. 

April 20, reported with amendments to the Senate by Mr. Sherman. 

April 26, 27, 29, 30; May 2, 5, 6, 9,discussed in the Senate. 

May 10, discussed in the Senate and passed as amended by a vote of 30 to 9. 

June 1, both houses adopted the reports of their respective committees of confer- 
ence for harmonizing their differences as to amendments. 

June 3, bill signed by the President. 


* Congressional Globe, XXXVIII. Congress, 1st Session, p. 1256. 
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ommendations of the Comptroller. Occasionally attacks were 
made on the system as awhole; but for the most part its perma- 
nency as an institution was conceded and attention was directed 
towards eradicating its defects. The law of 3rd June 1864, was 
such a revision and perfection of the law of 25th February 1863, 
as would render the national banking system more capable of 
becoming a permanent institution. 


Joun WILson MILLIon. 
UNIVERSITY OF CHICAGO, 




















NOTES. 


THE Report of the Senate Committee (March 3, 1893) on Wholesale 
Prices, Wages and Transportation has been deservedly noticed for the 
elaborate tables of prices; but the work of Mr. Carroll D. Wright on 
Wages is also highly important. “No other investigation has been made 
with so wide a scope, such variety of detail, and covering so extensive a 
period.” In addition to a column of simple averages, another column 
is given, taking as a measure of the importance of each industry the 
relative number of persons who are employed in it. The reduction 
of wages from 1861 to 1878 to the gold basis gives the following 











result : 
, Wei ‘ ‘ 

Year, koa | aetna Year. ie | Soean 
Wisccnccseion 87.7 82.5 Gt 6esanenses 108.8 III.1 
ETT 88.0 79.9 a iisktdomas 117.1 121.8 
Re an ee 87.1 84.1 re 114.9 119.1 
| erie 86.6 83.0 RR 119.5 123.5 
Mss ic Ksvcvcns 86.5 83.2 rere 133-7 136.9 
| ree 86.8 85.7 Ore 147.8 150.3 
Sy Kew tcdseaas 89.3 89.1 | EOE 152.2 153.2 
sv dadin tbe 90.8 91.3 SEE 148.3 147.4 
ETS g1.4 91.6 I ia aceouks ar 145.0 145.9 
er errr 92.5 90.5 | eer? 140.8 140.4 
RN iia6s cua sce 92.7 90.9 tien akened 135.2 134.2 
TT 90.4 gI.1 Ee 136.4 135.4 
0 rarer 90.8 91.8 Ne kckaccnimcets 140.5 139.0 
| re 91.8 93.2 rr 139.9 139.4 
ee 95.8 95.8 Sr 141.5 143.0 
tiacwacactes 98.0 97.5 7a 146.5 150.7 
ep atuacccns coua 99.2 98.0 EERE: 149.9 152.9 
WI aia.ces creas 99.9 99.2 ree 152.7 159.2 
i aiccatwased 98.5 97-9 = errr 152.7 155.1 
rere 99.1 99.7 ere. 150.7 155-9 
EO re 100.0 100.0 re 150.9 155.8 
so, Le 100.8 100.7 Sere 153-7 156.6 
MK cawVenueaee 100.4 101.2 PP TES 155-4 157-9 
sce, OE ee 76.2 81.9 Sa 156.7 162.9 
ee, TE Oe 80.8 86.2 a 158.9 168.2 
a ne TO 66.2 68.7 Rite tacdweas 160.7 168 .6 
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In the Preliminary Report on the Income Account of Railways in 
the United States, the Interstate Commerce Commission presents the 
official figures affecting 479 railways, operating 145,869.58 miles, which 
prove that the year 1893 was not disastrous to the transportation 
interests. The comparison with 1892 is as follows : 











1892. 1893. 





Net income per mile $2,404 $2,401 
Gross income per mile $7,213 $7,443 
Passengers carried one mile per mile of line 82,285 87,928 
Tons carried one mile per mile of line 543,365 582,692 
ee I -o06ctb cd eabicenusicnsdeanes $340,482,792 $350,257,749 
Total dividends 64,688,687 66,652,400 











It appears that a surplus of $16,048,405 was carried from the 
income account, on total gross earnings of $1,085,685,281. The fixed 
charges against the net earnings were $267,556,944. Thenet earnings 
of 1893 were, roughly, about 3.5 per cent. on the capital of the roads ; 
and the dividends of 1893 were $1,963,713 in excess of those of 1892. 
Although this is the general result, it is found that the railways of the 
Southern, Southwestern and Pacific States showed deficits from opera- 
tion, arising from a high proportion of fixed charges. 


CHANGES IN RAILWAY TRANSPORTATION RATES.' 


THE great service which the Senate Finance Committee has ren- 
dered to students of economics by the collection of statistics on prices 
and wages is already well known to those most interested. The same 
work includes a compilation of statistics to show the changes in rail- 
way freight rates that is no less suggestive and helpful. Of this, as of 
the other parts of the work, it may be safely said, no report covering 
so long a period or so wide a range has heretofore been made. 

The question of freight classification is briefly but clearly discussed, 
and a tendency towards uniformity is shown. The part which change 


* Report upon Changes in Railway Transportation Rates on Freight Traffic 
Throughout the United States, 1852 to 1893. Being Appendix K of Senate Report 
No. 1394, on Wholesale Prices, Wages, and Transportation, from the COMMITTEE ON 
FINANCE, March 3, 1893. 
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in classification has played in the reduction of rates is made plain by a 
series of tables comparing the official classification with the “Joint 
Merchandise,” “Middle and Western,” and “East and West Bound 
Trunk Line,” classifications. Other tables show the increased per- 
centage of traffic which is carried in lower classes. The principles 
supposed to govern railway officials in making classifications are given, 
and the difficulty of applying a uniform system to a territory so large 
as the United States is pointed out. 

Naturally most of the space and the greatest number of tables are 
devoted to an exhibit of the changes in freight rates, both competitive 
and local. For the through rates from New York to interior points 
very full returns are made both of class and commodity traffic. Most 
of these tables begin with 1867, when competition first became active. 
Transcontinental rates are also given, with a great number of local rates 
for different sections of the country. Suggestive as these tables are in 
showing the enormous decline in freight charges which the past twenty- 
four years have witnessed, as well as the frequent changes in rates 
which our competitive and speculative system breeds, they must not 
be accepted as conclusive, for they are far from showing what a shipper 
at any period paid for transportation service. Indeed, the printed 
schedules, which of course furnish the material for these tables, served 
mainly as points of departure in rate-cutting, the great bulk of the 
traffic being carried at special rather than regular rates. It is only by 
supposing that rate cutting has been equally prevalent throughout 
the period covered by the tables, and that the relation between 
the schedule rates and those actually paid remain reasonably con- 
stant, that the tables mean anything at all or show in any way what 
the reduction of charges has been. For the same reason it is impos- 
sible to determine from the tables the real fluctuations in rates from 
year to year. Fourteen changes a year, as shown in 1869, and again in 
1870, or eight changes in thirteen weeks, carrying the rate from 188 
cents to 25 cents and back again to 75 cents per hundred pounds, 
would seem to leave little room for special rates and additional changes. 
But unless special rates have increased in number and in rapidity of 
movement with the wars which caused great and frequent changes in 
the published schedules, the tables are invalidated or weakened as a 
representation of what has actually taken place. If secret changes 
have borne the same proportion to the public changes at one period as 
at another, then table 20 becomes important, as showing greater stability 
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in recent years, when compared with the period before 1877. Seventy 
changes of schedule rates are noted in the decade beginning with 1867, 
fifteen in the next ten years, and seven since 1887. 

Tables 130 to 133, giving the rate per ton per mile, the number of 
ton miles, the aggregate tonnage, and the gross earnings from freight 
traffic on more than forty of the important railways for the past forty 
years, are, perhaps, the most valuable as they are certainly the most 
conclusive part of the work. That is, they are what they purport to be, 
while not even the compiler of the rate tables would claim that the 
latter are more than an indication of actual rate changes, although 
made up from the best available data. 

The thanks of all students of railway problems are due Mr. McCain 
and his co-laborers for the collection and tabulation of this vast amount 


of material. 
WILLIAM HILL. 


RUSSIA IN THE INTERNATIONAL MARKET.’ 


‘THE publications of the Statistical Bureau of the Russian Customs 
Department are a valuable source of information on Russia’s inter- 
national commercial relations, due allowance being made for inaccuracy 
of the figures derived from the declarations of the importers and the 
appraisements made by the custom house officials. As the reports are 
merely a collection of statistical tables, it might have been wise, as 
has been suggested by the Russian press, to have the headings read 
both in Russian and French, in order to make the data accessible to 
an international public. Such, however, not being the case, we shall 
briefly sum up for the benefit of the English speaking public the most 
important statements of the reports. 

For over a quarter of a century the Russian export trade has been 
the pet child of the Russian financial administration, and it must be 
admitted that the Government has been quite successful in securing 
what is known as “a favorable balance of trade.” ‘The figures for 


the year 1892 read as follows: 
Rubles. 
Exports - - - 721,613,570 
Imports” - - - - 379,342,097 
Excess of exports over imports - - - 342,271,473 
*Apercu du commerce extérieur de la Russie par les frontidres d’Europe et 
d’ Asie en 1892. (In Russian.) 
Russie. Commerce extérieur par la frontidre d’ Europe. 1892. (In Russian.) 





NOTES. 285 


The Russian high tariff man might look with satisfaction upon this 
evidence of the growing prosperity of his country. It is, however, 
essential to know what this surplus of exports consists of. The value 
of the excess’ of food products exported was 345,957,406 rubles. The 
total export of cereals was 354,341,121 rubles. 

It appears that the export of food products, and more particu- 
larly the export of cereals, is the only great factor in the excess of 
exports over imports. Let us now glance at the other side of the 
balance sheet : 


Rubles. 
Interest paid on the public debt* - - - 225,124,000 


Gold and silver imported (in coin and bullion)? —_ 82,875,891 


Total e ° * > ° > 307,999,891 


This leaves a balance of 34,271,582 rubles to make up the total 
342,271,473 rubles, the surplus of exports. 

As all the items are computed in paper currency, while gold and 
silver are entered at their face value, the balance, 34,271,582 rubles, 
must obviously correspond to the premium on imported specie.‘ We 
see then that nearly the whole excess of exports goes to pay interest 
on the public debt. As this excess is made up almost entirely of 
cereals, it is well to remember in this connection that it was precisely 
the year of the terrible Russian famine that closed with so large an 
export of grain. Large exports can thus hardly be construed to mean 
that Russia is the granary of the world. On the contrary, it is evi- 
dence that Russia sends away not the surplus of her production of 
cereals, but the very sustenance of her people, as was disclosed years 
ago in the Russian press.5 The surplus derived from the export of 
grains is, therefore, in great part the tribute paid by the ruined Rus- 
sian peasant to the foreign creditor of the Russian Imperial Treasury. 

The export of cereals amounts to nearly one-half of the total 
of Russian exports (354,341,121 rubles out of 721,613,570—49 per 

* The excess of other exports is too small materially to influence the conclusions 
suggested by the table. 

?Cf. Vestnik Finansor, Promyshlennosti i Torgovli, 1892. (The Herald of Finance, 
Trade and Commerce, official weekly publication of the Ministry of Finance). 

3Of this sum, customs duties collected in gold amounted to 79,432,678 rubles. 

4Gold is generally about 60 per cent. above par in Russia; on 79,432,678 rubles 
customs duties paid in gold, Russia would receive a premium of about 40,000,000 rubles. 

5Cf.a paper in the Ofrechestrenniya Zapiski (Annals of the Fatherland), 1881, 
“Surplus of cereals and the sustenance of the people.” 





286 JOURNAL OF POLITICAL ECONOMY. 


cent.). In the following table we have the comparative figures of 
exports and imports classified in four groups :* 


Classes of goods. Exports (rubles). Imports (rubles). 

Cereals 354,341,121 
Other 69,296,135 77,679,850 
Animals 16,719,632 1,606,788 
Raw materials 248,414,133 221,202,546 
Manufactures 32,168,128 78,788,790 


Food products 


Total - - . - 721,613,570 379,342,097 
Total exports exclusive of grain 367,272,449 

Aside from the export of grain, which has already been discussed, 
the several items of exports and imports nearly cover each other, and 
Russia may be said to exchange her goods on equal terms in the inter- 
national market. 

Raw materials and food products still remain by far the most 
important items in Russia’s export. But capitalism is steadily making 
headway in these branches, as evidenced by the recent growth of the 
sugar and the naphtha industries : 

Exports. Rubles. 
Sugar - - - . 36,297,284 
Naphtha and its products - - - - - 30,541,590 


On the other hand, Russia has ceased to be dependent on the 
foreign market for manufactured articles. The import of raw material 
to be manufactured in Russia falls short of the export of raw materials 
by not more than 11 per cent., and is nearly three-fold the import of 
manufactured goods ; of these 41 per cent. (32,436,659 rubles out of 
a total of 78,788,798), was made up of machinery to be used in Rus- 
sian factories. 

Two characteristic features of the Russian economic situation are 
brought out by these facts : 

1. Owing largely to her protective policy, Russia has developed 
an extensive home industry. 

2. The products of her manufactures are intended primarily for 
the home market. 

The aggregate value of manufactures exported amounts to about 

* The figures of the table are copied without alteration from the reports of the 
Statistical Bureau, both for items and totals. They show a discrepancy of something 


less than one per cent., but as this is not sufficient to vitiate the figures for the purpose 
in hand, it may safely be neglected. 


ee a ane ees 
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one-seventh of the import of raw material. There is also a consid- 
erable quantity of domestic raw material entering into manufactures. 
These figures do not seem to fall in line with the opinion, current 
among the Russian economists, that capitalism could take no root in 
Russia for want of foreign markets. 

A closer examination of the figures relating to the several countries 
dealing with Russia in the international market, may shed more 
light on the subject. We shall consider these countries under two 
heads : (1) those whose imports from Russia exceed their exports to 
Russia, and (2) those whose exports to Russia exceed their imports 
from that country. Germany and Great Britain lead among the 
former, and France follows next ; the latter class is composed of China, 
Persia and Central Asia, Egypt, the United States, and Brazil. 








Russia’s Exports, 


Russia’s Imports. 
Rubles. od 


CounTRIES. Rubles: 


Surplus 
Rubles: 





CLASS I. 
Germany - - - 
Great Britain - - 
France - - 
Other countries 


192,931,822 
179,905,098 

48,906,062 
278,107,007 


103,276,529 
83,059,805 
16,698,457 
73,648,211 


89,655,293 
96,846,293 
32,207,605 
204,458,796 


oe 
oh 
ao 
+ 


CLASS II. 
China : - + 
Persia and Central Asia 
i 
United States - . 
Brazil 


28,866,203 
15,707,352 
17,961,142 
39,715,289 

418,109 


4,798,177 
14,286,467 
1,862,327 
815,345 
1,265 


24,068,026 
1,420,885 
16,098,815 
38,899,944 
416,844 














Total - 721,613,570 379,342,097 + 342,271,473 





A classification of.the goods exchanged is given in the following 
table, in which the excess of exports over imports, ard vice versa, 
are compared : 











CounTRIES. 


Food Products. 


Raw Materials. 


Animals. 


Manufactures. 





Germany - 
Great Britain 
France - - 


China - - - 
Persia and Central Asia 


Egypt -  -  - 
United States - - 


- |+ 66,973,898 





+107,945,198 
+ 25,111,360 


— 26,078,035 
1,084,606 
1,067,826 

55,366 


+ 





+39,572,213 
+-47,632,878 


+-10,600,646 


os 


-+ 10,724,874 |+ 


+ 367,886 
— 1,741,261 
— 17,924,644 
— 38,602,977 





725,272 
944,126 


131,054 
8,884 
255,227 
50 


— 27,482,464 
—19,456,015 
— 4,572,755 


104,552 
516,954 
28,380 


oo 
+ 
_ 
ant 241,551 
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It appears from these tables that those countries which show an 
excess of imports from over exports to Russia, viz., Germany, Great 
Britain, and France, are also her chief source of supply of manufactured 
articles; in return they receive food products (mostly cereals, as we 
have seen) and raw material. On the other hand, the United States 
and the Oriental countries supply Russia with food products and raw 
material, buying but very little of Russian manufactures in excess of 
what they sell to her." We are here right at the focus of the vexed 
question of foreign markets for Russian capitalistic industry. It is 
generally mairtained by Russian writers that the conquest of the 
Asiatic market is of vital importance to the “ Destinies of Capitalism 
in Russia.”* This theory, which underlies Russia’s aggressive policy in 
the East, apparently mistakes the Moscow manufacturer, producing for 
the Oriental market, for the personification of Russian capitalism. 
Undoubtedly, so far as the export of Russian manufactures is concerned, 
the Oriental market plays a very conspicuous part, 46 per cent. of the 
exports classified by countries being directed to the Eastern 
markets.* 

Still the Orientai countries do not appear to be ina position to pur- 
chase Russian goods without selling goods to Russia ; in fact the entire 
export of Russian manufactures to the Orient is more than balanced 
by the surplus of imports from China or Egypt alone. Thus the 
Russian economist is brought back to the home consumer of Oriental 


‘It is interesting to notice that the total imports of manufactured articles from the 
United States to Russia amounts to no more than 241,551 rubles, or about $125,000. 
No manufactured articles are exported from Russia to the United States. 


? This is the title of a book by Mr. Vorontzor, who first advanced, and still main- 
tains this theory. 


3 The data concerning the countries showing an excess of imports of Russian over 
exports of domestic manufactures to Russia are summarized in the table below. The 
exports to all countries are 32,168,128 rubles; the exports to the East are: 

Rubles. 
Bulgaria . - - - - - - 58,892 
Greece - - - - - - - - 70,579 
Roumania - - - - - - - - 678,016 
Turkey - - - - - - - 1,792,843 
Persia and Central Asia - - - - 4,378,22 
China - - - - - - - 2,733,518 
Egypt : . : . . ° 43425 


Total : ° . “ . ? 9,755,499 
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instead of domestic goods. Who is then the Russian consumer? 
Most of the Russian economists would unhesitatingly answer, the 
peasant. Inasmuch, further, as the economic level of the peasantry is 
steadily declining, the inference would be that Russian capitalism is 
undermining its own foundations. How little there is in these pessi- 
mistic predictions, is clearly shown by the comparison of the figures 
for 1891 and 1892; it was only in 1892 that the failure of the crops 
the previous year could have materially affected the state of trade : 


Exports AND IMpoRTS THROUGH THE EUROPEAN FRONTIER. 


(In Thousands of Rubles.) 




















| 
| Exports. Imports. 
ARTICLES. | Increase or Increase or 
1891. 1892. _ 1891. 1892. __Decrense. 
Value. Per c. Value. | Perc. 
Food products | 413,539 | 199,199 |—214,340] —52 | 56,579 | 55,401|— 1,178|— 2 
Raw Materials] 245,901 | 232,599 |— 13,302) — 5 | 215,883 | 235,811 |-+19,928/+ 9 
Manufactures | 25,088 | 23,5904 |— 1,494;— 6 | 75,249 | 75,366|-+ 117|-++0.2 
Animals - - 15,493 | 15,220 |— 273| — 2 952 800/— 152/— 16. 
TOG cccucn | 700,021 | 470,612 |—229,409|—32.8| 348,663 | 367,378 |-+-18,715|+5.4 


























Contrary to what might have been expected, the comparative 
returns are remarkable for their complete failure to record any notic- 
able variation whatever in the international trade, except the sud- 
den contraction in the export of rye, which was occasioned by the 
prohibitory regulation of the Government. This fact seems to show 
that there are in Russia other consumers than the “ peasant proprietor.” 
In fact, apart from raw materials and machinery which are intended 
for productive consumption, the other consumable goods imported are 
mostly intended to satisfy wants of a higher order, as indicated by the 
following table : 


Rubles. 
Coffee a 8,068,476 
Cocoa - - - - - - - = - 841,232 
Tea - - * > a = = . 32,400,305 
Tobacco and cigars - - - - - - 2,151,349 
Beverages - - - - - : . . 9,461,673 
Herrings 6,771,593 
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The consumption of none of these articles was in any way affected 
by the famine of 1891-92.’ 

This fact proves that the millions of the Russian peasantry still count 
for very little as consumers in Russian international trade. The trans- 
formation of the peasant into a wage laborer, very far from being 
fatal to Russian capitalism, as the “ peasantist’’ economist maintains, 
will virtually create a large body of consumers and prove a new 
inducement for the development of Russian industry. 

Isaac A. Hourwicu. 


COMPARISON OF THE VOTES ON THE McKINLEY 
AND WILSON BILLS. 

AN analysis of the vote on the Wilson bill shows little of interest 
from a partisan standpoint save that party lines were effectively drawn. 
The Republicans voted solidly against it and the Democrats almost as 
solidly for it. The few Democrats who voted nay were influenced by 
the income tax feature rather than by the tariff provisions. New York 
furnished eight and Louisiana four of the eighteen Democratic votes 
against the bill. Pennsylvania, Louisiana and California each fur- 
nished one Democrat to oppose the measure on grounds other than 
the income tax. 

The sectional analysis of the vote is perhaps more interesting than 
the division on party lines. The South was practically solid for the 
bill, only eight votes being cast against and one hundred for it. Of 
the eight negative votes, four came from Louisiana, one each from 
North Carolina, South Carolina, Tennessee and Kentucky. This is 
seven votes less than the South gave for the McKinley Bill, while the vote 
in the South against the McKinley bill was only half as large as that cast 
for the present measure. But the number of members voting now is 
more than one hundred in excess of those recorded on the bill of 1890. 

Without the South the majority against the bill would be twenty- 
seven ; on the same basis, the majority for protection three years ago 


*The imports of these articles through the European frontier in 1892 compared 
as follows with the imports in 1891 (in thousands of rubles) : 
Articles. 1891 1892 Increase or decrease. 
Coffee - - - 5,230 5,859 + 629 
Cocoa - . - - 445 579 + 134 
Tea - - - - 15,364 16,554 +1,190 
Tobacco and cigars - 2,464 2,111 — 353 
Beverages - - - 9,293 8,158 —1,135 
Herrings - - - 6,439 9,048 -+2,609 
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was one hundred and four. Aside from New England, New York and 
Pennsylvania and the far Western states no section shows a majority 
against the bill. New England opposed it by a vote of nineteen to 
six, an apparent loss of three votes from the protective side as com- 
pared with the vote of 1890. Two of the three however were voting 
against the income tax rather than against protection. From New 
York a majority of thirteen opposed the bill, but as eight of 
the negative votes had just been recorded against the income tax 
amendment, New York would probably have supported the bill on the 
tariff question alone. Pennsylvania voted more than two to one 
against the bill, but New Jersey gave a majority in its favor. 

Of the Middle States, Ohio and Illinois were equally divided, both 
showing a great loss to protection since the McKinley bill was voted 
upon. ‘The free wool clause does not appear to have frightened the 
representatives from the great wool growing states. Ohio, Michigan, 
Texas, California and Montana, the leading wool producing states, 
gave thirty votes against protection to twenty-two for it. In 1890 
they voted twenty-six to twelve for the McKinley bill. Without Texas 
the present vote stands twenty-two votes against the bill to eighteen 
in its favor. The same states supported protection in 1890 by a vote 
of twenty-six to four. 

If all the states from New York and Maryland to the Mississippi 
river be taken, the vote stands seventy-six in favor to seventy-eight 
against the bill. If New England be added so as to take in practically 
all the manufacturing states, the vote stands eighty to ninety-seven 
against the bill. If the ten voters who opposed the measure because 
of the income tax clause be shifted to the other side, the manufactur- 
ing states give a majority of five against protection. 

The agricultural section from Minnesota and the Dakotas to Mis- 
ouri and Kansas gave a majority of two in favor of the bill. They were 
twenty-seven to four in favor of the McKinley bill. The Western 
states voted six to ten against the Wilson bill, they were solid for pro- 
tection three years ago. 

Summarizing, we find eleven states, casting sixty-eight votes, solid 
for the Wilson bill. All of these except Colorado are in the South, 
while eight states, casting sixteen votes, are solid against it. Three of 
the latter are in New England, the others are new states of the North- 
west. Leaving out the votes of the states that were solid, the bill 
would have passed by a majority of twelve. No sort of combination, 
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comparison or analysis of this vote can be made to yield encourage- 
ment to the protectionists.* 
W. H. 
TRADE UNIONISM AND THE EVOLUTION OF THE TYPE- 
SETTING MACHINE. 

In order to an understanding of the movement which is now on foot 
among the trade-union compositors in England in regard to the use of 
type-setting machines—a movement which in the last few months has 
caused almost as much stir in the composing rooms of the newspaper 
offices as the introduction of steam presses did among the hand-press 
men of two generations ago—it is necessary to have some idea of the evo- 
lution of the type-setting machine and the perfection which it has now 


reached. 


* The votes, by states, on the respective bills were as follows : 


A good opportunity for tracing this evolution was afforded 
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Alabama --.- 
Arkansas ..-.. 
Delaware -_- 
Florida 
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Kentucky --- 
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Total for McKinley Bill, 152; against, 81. 
Total for Wilson Bill, 204; against, 140. 
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at the World’s Fair. The number of type-setting machines at work in 
Machinery Hall was not large. There were only four, all of American 
invention and American make; but in these four machines nearly every 
stage in the development of type-setting by machinery was represented. 

First came the Thorne, whose inventor has adapted his machine to 
the ordinary movable types long in use by compositors. Next came 
the machines of Merganthaler and Rogers—of the two inventors who 
boldly struck out in a new direction and hit on the idea of casting lines 
of type on slugs. After the slug-casters came the most recent of type- 
setting machines, the Lanston, whose inventor has successfully com- 
bined the ideas of the earlier inventors of type-composing machines 
both English and American, and has constructed a machine using single 
types like those in use by the ordinary compositor, but newly cast for each 
letter and punctuation mark used in putting a line of copy into type. 

Only one machine was wanting at Chicago to illustrate fully the 
evolution of type-setting machinery. This was the machine known in 
England as the Mackie. For ten years it has not been seen in use out- 
side the town of Warrington, the home of its inventor, and it is not 
now claimed for the Mackie machine that it was ever an economic suc- 
cess. If the Mackie machine had been at Chicago, its chronological 
place would have been at the head of the series. Then it would have 
been possible to measure the progress of the last twenty-five years in the 
development of type-setting machinery, and also to realize the degree to 
which the same idea has actuated two inventors, one working in Eng- 
land and the other in America, at an interval of a quarter of a century. 

Like the Mackie type-setter, the Lanston, the newest of the Ameri- 
can machines, consists of two parts which are worked independently. 
On one machine paper is perforated, and in the other, through which 
the perforated paper is worked, the types are cast. In the Mackie 
machine, the perforation, the brain work of the process, is done on an 
instrument constructed almost exactly like a piano, and the perforations 
appear on a roll of paper of about an inch in width. This perforated 
paper is then put into the type-setting machine, and, by means of the 
perforations, types are dropped on carriers and then delivered in long 
lines. Justification into column widths is afterwards done by hand in 
the same way as with the Thorne machine, the only American machine 
now in use which works with ordinary type. In the Lanston a machine 
built on the plan of the type-writer takes the place of the piano-like 
instrument in the Mackie machine, and instead of the second machine 











294 JOURNAL OF POLITICAL ECONOMY. 


with the carriers and type-cases, there is a type-casting machine with a 
set of dies corresponding to the letters and numerals of the perforator. 
The type is delivered incolumn widths. The two sections of the Lan- 
ston machine are quite independent. 

Three of the four machines exhibited at Chicago are in use in Eng- 
land, and it is one of these, the Merganthaler, or Linotype, which has 
brought about the present movement among the English union com- 
positors. The Lanston machine has not yet been introduced into 
England. When it is introduced there it is likely to make as much 
stir among the book-work compositors as the slug-casters are now caus- 
ing among the men engaged in newspaper work. 

In tracing the evolution of type-setting machinery and the recep- 
tion which has been accorded it by organized labor, it is important to 
note the point at which the English printers began to take the machines 
into consideration, and to define their attitude and policy towards them. 
The Mackie machine was never permanently at work in an office in 
which union printers were employed. It was always worked by girl 
labor. Compositors were interested in it; but at no time did they 
regard it with uneasiness. Other machines of about the same or a little 
later date have been, and are still being, tried in England. Some of 
these are at work in the Zimes office, London ; but the Zimes has always 
been produced by non-union labor, and the use of the machines in 
Printing House Square never aroused much active interest among the 
union compositors of London. In fact union printers do not seem to 
have felt any uneasiness so long as the inventors of type-setting machines 
confined their attention to the handling of ordinary type. It was with 
the advent of the slug-casters that they began to be apprehensive of 
the changes which machines would bring about in the composing room. 

The Linotype, the first of the slug-casters, was introduced into 
England in 1887; but it was not until July, 1893, that the printers’ 
unions admitted that copy could be put into type by machinery cheaper 
than by hand, and that they deter:nined upon their policy towards the 
machines. A memorial was then addressed to the Linotype Company 
by the executive council of the Typographical Association, an organi- 
zation embracing nearly all the union printers of provincial England. 

The memorial was addressed to the company with a view to secur- 
ing its help in making terms with proprietors of newspapers into whose 
offices the machines are being introduced. “We can quite see,” reads 
this memorial, “that in the final settlement of wages and working con- 
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ditions, we must look rather to the users than the sellers of these 
machines, but we believe that your representatives will be able to exer- 
cise a beneficial influence when introducing the machines by bringing 
under the notice of employers the reasonableness of the following sug- 
gestions.”” Then follow six suggestions. The first of these was for 
the adoption of a scale of piece-work. The second asked that opera- 
tors working the machines at day-wages should have an increase of ten 
per cent. on the wages paid to ordinary compositors. The third was 
that learners should be guaranteed at least the usual day wages during 
their first three months on the machine. The fourth was that an eight 
hours day should be the rule for machine operators. The fifth asked 
the company to encourage as far as possible the engagement as opera- 
tors of compositors displaced by the machines ; and the sixth, that the 
company would discourage task work and the offering of bonuses and 
premiums to promote racing by operators. 

In return for the recognition of these principles the association 
offered the company a frank and honest recognition of the Linotype 
machine. “The time seems to be approaching,” concluded the mem- 
orial, ‘“‘ when it will be a question not only of society and non-society 
men, but also of society and non-society machines. The Linotype 
answers to one of the essential conditions of trade-unionism, in that 
it does not depend for its success on the employment of boy or girl 
labor, but, on the contrary, appears to admit of being fairly and hon- 
estly worked, with advantage to employer, inventor and workmen.” 

The rate of wages which the Typographical Association is asking 
for its men when put to work on type-setting machines is significant. 
It is based on the existing piece rates for ordinary composition. For 
type for which the English compositor now receives sixpence per thou- 
sand ens, the union is asking that the machine operators shall receive 
twopence halfpenny. The reference to boy or girl labor is the key- 
note to much of the old indifference of union compositors to any 
machines which depend for their economic success on cheap labor of 
this class. Much of the work on newspapers is done late at night, 
and in England the Factory Laws prohibit boys and women from 
working after eight p. mM. It has thus come about that in the morning 
newspaper offices, where type-setting machinery is in use, adult labor 
has had to be employed for all work in connection with the machines. 

These suggestions were put forward in July last. During the next 
four or five months type-setting machines and the effect they are 
likely to have upon the trade were discussed by all the branches of the 
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Typographical Association, and as the outcome of the discussions, a 
conference was held at Sheffield in December, attended by delegates 
representing nearly eleven thousand union printers. At this meeting 
it seemed to be generally agreed that it was now no longer a case of 
machines or no machines; but rather of machines operated by union 
labor instead of machines operated by non-union labor. The attitude 
of the various branches towards the machines was practically the same 
as that assumed by the executive council and explained in its memorial 
of July. But among some of the branches there was a disposition to 
push for better terms than those sought by the executive. One of the 
branches urged that six hours should constitute the working time for 
men engaged on the machines at night. Several branches insisted 
that piece work on the machines should be absolutely prohibited. 
Others endorsed and emphasized the action of the executive council 
in seeking to prevent the payment of bonuses for quick work, and the 
Manchester branch, which has more than 1800 members, went so far 
as to insist that any operator receiving a bonus or other remuneration 
on his output from the composing machine manufacturers or their 
agents should be expelled from the association. Another branch, 
while willing that union men should act as operators, was anxious to 
protect the ordinary compositors at work in offices where the machines 
are used. To this end, and to prevent discrimination in favor of the 
machines, it was suggested that the owners of newspaper offices using 
the machines should be called upon to guarantee each compositor 
engaged at case six and a half hours composition on piece work, and 
payment for all standing time on a fixed weekly wage basis. 

The union compositors are evidently willing to adapt themselves to 
the new conditions the machines are bringing about. All that seems 
to disturb them is the terms ; and it is in regard to these that trouble is 
likely to arise between the union and the newspaper publishers. The 
publishers are introducing the machines not with a view to getting 
better work, but solely in order te effect economies in the most expen 
sive department of newspaper work. It is now admitted that some 
saving can be effected by the machines, and it is not likely that the 
newspaper owners will go to the expense of revolutionizing their plant 
and then allow the compositors’ unions to determine what the saving 
by the change shall be. 

In regard to learning to operate the machines, the attitude of the 
Typographical Association is noteworthy. It has issued orders that 
compositors engaged on ordinary work must not use their leisure in 
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learning to operate the new machines. If they do, they will be 
expelled from the association, under the rule which governs unfairness 
to fellow workmen and disloyalty to the Union. A special circular 
warning union compositors against conduct of this kind says: ‘‘ Mem- 
bers can only accept positions as learners On the understanding that 
they are to be paid the stab wages of the branch.” The intention of 
the association is that employers are to bear the entire cost of teaching 
a man what is practically a new trade." 
FARMINGTON, CONN. EDWARD PorRITT. 


The attitude of Union compositors in the United States toward type-setting 
machines is somewhat different from what it is in England, as presented by Mr. Por- 
ritt. The Union favors having its members learn to operate the machines, and does 
not expect them to secure full wages while learning. Section 160 of the General Laws 
reads: 

“It is the sense of the International Typographical Union that members of 
subordinate Unions should learn to operate type-setting machines wherever in use in 
offices under the jurisdiction of subordinate Unions.” 

The efforts of printers in the United States are directed to securing a shorter work 
day where machines are introduced. On this point the International Union declares 
that the hours shall be shortened as far as possible—eight being the maximum. (Sec. 
138, General Laws, 1892). 

In cities where the machine question has arisen there is a scale for beginners and 
a scale for regular operators. The scale for beginners is designed to apply to com- 
positors, and consequently the time for learning is short. The following is from the 
agreement between the Chicago Daily Newspaper Association and the Chicago Typo- 
graphical Union: 

“Learners shall be paid $15 per week for a period not exceeding six weeks, or 
until, if paid by the piece, their earnings shall be equivalent to the above-named sum, 
when they shall be considered competent operators. A week shall consist of six days, 
of eight and one-half hours each.” 

The scale for competent operators is $24 per week on morning papers and $21 
per week on evening papers. The arrangements are essentially the same in other 
cities, except that the time for learners is often longer than six weeks. The Linotype 
Company allows members of the Union to learn to operate the machines free of 
charge at the company’s headquarters in Baltimore, and many avail themselves of the 
opportunity, and are sent out with new machines as experts when qualified. 

The Zypographical Journal, the official organ of the Typographical Union, under 
date of January 15, gives a table showing the displacement caused by machines. Reports 
from 68 cities in which type-setting machines are in use show that there are 999 
machines in 132 offices. In these offices 4,649 compositors were employed before the 
machines were put in and 2,613 afterward—a displacement of 2,036 compositors. 
This is a displacement of less than one man in two caused by the introduction of 
machines—a smaller proportion than generally estimated by those who feared the 
introduction of machines would be disastrous to compositors.—[Eb1Tor ]. 
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THE CONVENTION OF THE AMERICAN FEDERATION 
OF LABOR. 


THE thirteenth convention of the American Federation of Labor 
met in Chicago 11th to 19th December 1893. To a student of the 
labor question, the discussions of these annual meetings are invalu- 
able. The discussions in the convention marked the growth within 
the last three years of ademand for state activity. Agitation to this 
end was begun by the Knights of Labor ; but of late, under the name 
“the new trades-unionism,” it has spread much faster in Great Britain 
than here. American trades unions, however, are now falling into 
line. Recent court decisions restricting the right to strike upon rail- 
roads, recent reductions in wages, and the conduct of many monopo- 
listic combinations of capital are stimulating the movement. 

In 1892, at the Philadelphia convention, 51 delegates, represent- 
ing 1615 votes, declared against, and only 20 delegates, representing 
559 votes, favored government ownership of all means of production ; 
though the majority favored government ownership of railroads. In 
December 1893, 30 delegates, representing 1253 votes, were opposed 
to referring this proposition to the “ favorable” consideration of the 
labor organizations represented, and 55 delegates, representing 1182 
votes, favored such reference and endorsement. Votes, it should be 
said, are allowed the trades unions represented in proportion to the 
number who have paid yearly dues of three cents to the Amalgamated 
Association ; the large central labor unions or trades and labor assem- 
blies of our cities, affiliated with the American Federation of Labor, 
are allowed only one vote each. There are 81 national and inter- 
national trade unions in the country, with about 600,000 members. Of 
these 38 were represented at the December convention. They had paid 
dues to the American Federation of Labor for about 240,000 members, 
but have, in fact, a much larger membership. The corresponding 
figures in 1891 were 29 national and international unions and about 
195,000 members; in 1892, 45 unions and about 225,000 members. 
There are, however, in affiliation with the amalgamated association 
some other national unions and many local unions, as well as 15 cen- 
tral bodies of uncertain but large membership ; only part of the mem- 
bership of these societies is identical with that of the above 38 national 
trades unions. The 150,000 organized railroad employees are not at 
all affiliated. Moved in part by the hope that the displacement of 
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labor in the printing trade by type-setting machinery might be coun- 
terbalanced by a growth of the press through cheap, and above all 
equal, telegraph rates to all papers, whether members of any press 
association or not, especially emphatic endorsement was given to gov- 
ernment ownership of the telegraph. 

The action of the convention which is most likely to meet with 
adverse criticism on the part of economists was the vote, with few dis- 
senting voices, for government issue of $500,000,000 of greenbacks at 
the rate of $20,000,000 a month, to be used in setting the involuntarily 
idle at work on roads under competent engineers. About 68 boycotts 
were hastily voted, 27 being on breweries; twenty were against cloth- 
ing manufacturers, chiefly in Boston, in connection with efforts to break 
up the sweating system there. Ten boycotts were against theaters. 
Later it was wisely voted to leave the imposition of these boycotts to 
the discretion of the executive council after seeking to arrange differ- 
ences by conciliation. The clever way in which one can urge a boycott 
when court injunctions seem absolutely to prevent, was illustrated in 
the annual report of President Gompers, when, in referring to the New 
York clothing house, he said: “I am constrained to say that in my 
judgment the firm named is not entitled to more friendship and pat- 
ronage at the hands of organized labor and its sympathizers than its 
conduct toward its employees warrants.” 

Hitherto in every business depression our labor organizations have 
almost gone to pieces. But, thanks to experience, those unions having 
high dues and some reserve have not only held their own but even 
grown a little during 1893, while to a considerable degree holding up 
wages amid the reductions around them. Difficulties also with the 
Knights of Labor, which have been so injurious to trades unions in 
the past, are now, with the decline in the power of the Knights and 
their growth in wisdom, almost a thing of the past. 

The convention was a unit in opposing resort to violence, and even 
the opposition to the militia, which blazed up at the previous conven- 
tion because of the action of the troops at the Buffalo and Homestead 
strikes, was no longer apparent. ‘The effect of recent prohibitory legis- 
lation in many states in reference to the use of private armed guards 
from another state was seen in the absence of even a reference to the 
Pinkertons, who have apparently ceased to be an issue in the labor 
movement. 

EpwarD W. Bemis. 
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An Introduction to the Study of Political Economy. By Luici Cossa. 
(Translated by Louis Dyer.) London: Macmillan & Co., 
1893. 8vo. pp. x+ 587. 

THE appearance of the third edition of the famous Guide to the 
Study of Political Economy, of Professor Cossa, in the shape of a sub- 
stantially new book, An /ntroduction, makes it desirable to point 
out the difference between the two works. The nature of the /ntroduc- 
tion is the same as that of the Guide; the /ntroduction in fact is simply 
a more complete guzde. It is mainly in this scope then that the new 
work differs from the old. As to information about the topics, the 
subdivisions, the sources, and the writers in Political Economy the 
Introduction is about as complete and exhaustive a manual as could 
well be conceived. Of course it is pretty well recognized that Pro- 
fessor Cossa’s treatment is occupied with writers and subjects, their 
place in the history of the science, and their general external character- 
istics as it were, more than with Political Economy itself and its 
positive teachings. Still, as no other work attempts precisely what he 
has made his chief task, the book occupies quite a unique place, and is 
so far absolutely indispensable to the student. 

Apart from the Prolegmena and the exhaustive indexes, the new 
work, like the old, has two parts: a general or theoretical part, and 
an historical part. It is in the second part that the scope of the work 
has been widened the most. The theoretical part remains substantially 
as before, with a few changes in statement only. The present histor- 
ical part contains sixteen chapters instead of six, and the author has 
felt called on to meet the demands that have arisen for more informa- 
tion about the Political Economy of different countries. ‘There was 
no extended information about Scientific Socialism or about the 
Political Economy of the nations of Northern Europe, or of the 
United States, or of Austria and Russia, etc., and these defects are 
remedied here by the existence of several important separate sections. 
Of course it is the Political Economy of the nineteenth century 
especially which has been stated in more detail. Professor Cossa’s 
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useful information about the sources of the earlier “ fragmentary” 
Political Economy, and the Political Economy of ancient times, and 
of the “first” and “second” modern periods is simply brought down 
to date in the most complete way. As to German Political Economy 
there is naturally in the present volume a more detailed treatment 
of the Historical School, and of what our author calls, with others, the 
Political Economy of the Liberation Movement and of the professorial 
socialists. Students of recent theory will welcome the section on the 
Austrians, although that perhaps is disappointingly short. Socialism 
is treated of under the headings of Communism, Socialism properly so- 
called, and Collectivism. 

It is naturally satisfactory to us in this country to see the Political 
Economy of the United States receive a distinct chapter in Professor 
Cossa’s book. The fact of the broad and the specialized attention that 
is now given here to economic questions is undoubtedly an achieve- 
ment which the history of the Political Economy of the second half of 
this century will have to record. It is possible now to find students 
and representatives of every side of economic science in this country. 
One knows how this is recognized abroad, and Professor Cossa has 
been struck by the fact, as any one would be. But just this marks the 
limitations of his treatment of American Political Economy. He knows 
of it all in a way, but only on the outside somehow—from reports of 
work done, from communications from representative men, from 
magazine articles, and from lists of books, and on such matters he has 
brought his paraphernalia of division and schematisation to bear in a 
Procrustean sort of way. The distinctions he has drawn between our 
political economists are often irrelevant, often inapt and inadequate, 
often too absolute, and are carried much too far back in time. It is 
only now that a recognition of specialization in the work of American 
economists can be recognized, and any general recognition of what 
economic laws are and what economic theory is, is but a recent achieve- 
ment in the history of our nation, and ought not to be made the means 
of equating and separating writers and theorists into schools and 
parties. The very notion of a principle of division into schools did not 
come as an idea at all, perhaps, until economists in this country began 
to see where they stood in relation to European economists, and so 
one cannot regard every early phenomenon in the history of economic 
thought here as indicative of a body of consolidated opinion or doctrine. 
Many of the soundest economists in the United States would strenu- 
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ously object to being paralleled either into the classical or the so-called 
German-American school by reason of some expression of their atti- 
tude towards that dead bug-bear called the Methodenstreit, where what 
is imperilled is general intelligence and logical ability more than 
economic equipment. Indeed it is one of the most striking facts 
about Political Economy in the United States—a fact quite well recog- 
nized for example in England—that there is here a group of men, 
embracing say some six or seven well known names, whose work is per- 
fectly free from any part pris or shibboleth preconception whatsoever, 
and yetin perfect harmony with solid economic tradition and method, 
although in new and necessarily untrodden fields. Such writers are 
our economists in the strict sense of the word, apart from those who 
carry on a guerilla warfare or manufacture indifferent material. 

One feels somehow that Professor Cossa in his relative want of 
recognition of the work of economists of the present day, has found 
in the earlier periods of the century a 4méoe, where almost anything 
bearing an economic name could be consigned. That is, much 
material gets a local habitation and a name in the beginning of his 
chapter, which bears no qualitative comparison with matter that is left 
unmentioned in the later portions. Why chronicle, ¢.g., Elliot’s Zariff 
Controversy, etc., or Bolle’s /ndustrial History, while leaving Professor 
Dunbar’s books unmentioned ? Again, the numbering of paragraphs 
which gives Henry George, for example, a section to himself equal in 
importance to that given to the classical school surely reveals a want of 
perspective on Professor Cossa’s part. The “monograph” section, 
too, places inferior hand-books for the people, and Doctor Arbeiten, 
along with solid and scientific treatises, and leaves relatively important 
volumes unmentioned. There is rarely a precise understanding of the 
purpose a given book was conceived to fulfil, and, on the whole, there 
is little sense of the small extent to which economic principles have 
been understood by the American people at large, and of the relation 
theory has sustained to practice. One can only excuse comparative 
adjectives and comparisons by the reflection that the general tone of 
the book is one of complaisance and external discrimination. There 
are inaccuracies in the book too. It would be unfair to instance the 
mere misquoting of proper names, but what does “coalitions” mean, 
for example, in reference to Professor Taussig’s work ? Or why in the 
somewhat inapt reference to Professor Dunbar’s pupils, should the 
name of a man be mentioned who never was a pupil of Dunbar’s? It 
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is strange that an important source of information like Professor Dun- 
bar’s article in the Werth American Review for 1876 should not have 
been overtly referred to. The external symmetry has been carried too 
far in the case of American Political Economy in spite of one or two 
published warnings on the danger of this. 

W. CALDWELL. 


Grundbegriffe und Grundlagen der Volkswirthschaft. Zur Einfiihrung 
in das Studium der Staatswissenschaften. By JuLius LEur. 
Leipzig: Hirschfeld, 1893. 8vo. pp. xiv + 375. 


Tuis is the first volume of one of the first treatises in what prom- 
ises to be a series of most weighty and important manuals on the 
various political sciences. A volume on Political Economy naturally 
forms a good introduction to such a series. The present volume on 
the General Principles of Political Economy will be followed by others 
on Finance, Administration, Statistics, etc. Its character as an intro- 
ductory volume is naturally, as its author says, in the main purely 
theoretical. It treats of the fundamental ideas and principles of 
Political Economy or of the economy of a people as at present con- 
ceived by, or exemplified in, the leading civilized nations. The tone 
of the book is objectivity of presentation. The author has at once 
the utmost diffidence of claiming for Political Economy a finality and 
definiteness which it does not in his eyes possess, and the desire of 
eliminating from his matter all that is merely controversial. One 
learns at once that he has been able to reconcile in his own mind the 
“older” and the “newer” Political Economy, and that he holds “no 
such contradiction, as was temporarily supposed to exist, really does 
exist, between the classical theory of value and the theory of marginal 
value.” Hints about marginal value lay in old theories about price, 
he holds, in particular in those of Bernoulli, but were not followed out. 
He expresses for Menger, Walras, and Béhm-Bawerk the greatest 
esteem for having worked out the foundations and the structure of the 
theory of value. 

The book is a continuous presentation of the subject in firm and 
clear though somewhat full and ponderous language. Dr. Lehr has 
desired to present in a volume, which was intended to be one of a didac- 
tic series, only what is established in his science, and he gives us his 
results with little indication of the processes by which he arrived at 
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them. The theories of Value and Price are the central portion of his 
book, and he does not believe in a rigid separation of the science of 
Political Economy from the art. He devotes a hundred pages to stat- 
ing the presuppositions of Political Economy and its relations to the 
other social, natural and political sciences, coming at the end of 
these pages to some closer study of what an economy means, tracing 
out the relations existing between personal and household economy 
and the economy of groups and peoples. His treatment of Value 
precedes that of Goods and Riches, and is on the whole a very solid 
and unified presentation of what two schools of economists have elab- 
orated by their investigations. He has recourse to mathematics in 
his treatment of the movements of prices; and the whole theory of 
natural price, and of labor as its measure, comes in toward the end 
of his book, after his independent discussion of value and prices in 
the light of the idea of quantity of things supplied relatively to quan- 
tity of things demanded. The science of political economy is thus 
reconstructed in his hands, and yet presented in a perfectly free and 
natural way. 

One of the advantages of the book is that in it there is no strain- 
ing after over-exactness in definition. Early in his discussion the 
author says that it is useless to try to define at the outset things 
whose nature is afterwards to be explained. Political Economy is to 
him all that has been legitimately decided to explain matters economi- 
cal by all the representatives of the science. Those who wish to get 
a methodized presentation of the aggregate subject-matter of Political 
Economy, cannot do better than turn to this volume. It represents a 
kind of work which has to be done from time to time in the history of 
every science, and Dr. Lehr has probably been selected as a writer in 
this series of advanced manuals on account of his power of condensed 
definite statement of what is established and defined. It is a difficult 


book, but none the less satisfactory at that. 
W. C. 


Die Entstehung Volkswirtschaft. SecHS VORTRAGE. By Dr. KARL 
BoOcHER. Tiibingen: Laupp’sche Buchhandlung, 1893. 8vo. 

pp. vi + 304. 
As 1s explained by the title this book presents us with the material 
of some six lectures delivered by Dr. Biicher at different times and 
in different places, now presented in collected form, partly in conces- 
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sion to request, and partly out of his own desire to bring so much 
cognate matter together. He says in his preface that the title of the 
first lecture describes the whole, or the spirit of the whole, and when 
we take him at his word, we find his book to contain primarily and 
essentially some very interesting and important reflections and criti- 
cisms and suggestions, or what, for want of a better or stereotyped 
term, might be called the Philosophy of Economic History. The 
capital discovery of the whole is, I think, the notion of different 
economic types, or forms, what he himself is forced to call, in at least 
two places, a morphology—the morphology of economics—and Dr. 
Biicher’s careful discursive work consists in setting forth the proper 
method of treating of various economies, such as the different ways of 
conducting industry (Betriebssysteme, in the second lecture), or the 
household economy as opposed to the burg-economy, etc.; and his 
own work of suggestion and construction consists in drawing up various 
schemata for the interpretation of economic history, which he pro- 
ceeds to verify from history, and in one or two cases from statistics. 
Chapter v., on the Population of Frankfort in the Middle Ages, con- 
tains material out of his coming book on that subject, and chapter vi. 
gives us an account of the evolution of the newspaper as an organ of 
the modern world of industry. 

In his first or main methodological lecture, Dr. Biicher starts from 
the somewhat well-worn theme of the differences between the Histori- 
cal and the Classical or Dogmatic School of Political Economists. He 
makes some perfectly trite remarks in this connection, such as that 
the Historical School desires to make Economics the theory of the 
economic development of peoples, while the Classical School wants 
to establish the laws of the present economic organization of society. 
It is perhaps too true that “‘the whole of Modern Socialism stands, as to 
method, on the same scientific ground as Manchester-ism ;” but then 
Socialism is not necessarily a growth of the Historical School, although 
it has always stood in some sort of antithesis to Classical Political 
Economy. On the whole, Dr. Biicher agrees with the opinion that 
neither the Classical nor the Historical School could use either deduct- 
ion or induction exclusively. It is their different objects, he says twice, 
that differentiate the two schools ; but beyond the hint already given, he 
does not satisfy us on this point. What he establishes by way of con- 
tention in the first half of his first essay is that the Historical School is 
guilty of an error which it has always gloried in ascribing to the 
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Classical School ; this error is what philosophers call the dogmatic use 
of certain categories or points of view. If the Classical School, for 
example, talked about division of labor as if it were everywhere 
natural and everywhere existent, the Historical School made a glib and 
superficial use of such distinctions as those of List (List by the way is 
pretty far back in time to be used as an example of the Historical 
School) between the nomad and the pastoral and the agricultural stages, 
or as those of Hildebrand between Natural-Economy, Money-Economy, 
and Credit-Economy. 

The author offers us a three-fold principle of his own for interpret- 
ing economic history : the periods of the Closed Household Economy, 
of the Burg or Town Economy, and of the National Economy. He 
applies these categories to history, and gets a corresponding number of 
different economic forms or structures. His treatment of these different 
forms is characterized by a balance between the historical method of 
seeking for origins, and the morphological method of simply studying 
the significance of economies as forms or structures. Of course much 
that he says is useful by way of description of fact; ¢. g., that in the 
economy of the medieval town there were no equivalents for such 
modern phenomena as rent and loan, that the community of consum- 
ers and the community of producers are gradually apparently sepa- 
rated from each other, that consumption goods are the early equiva- 
lent of capital, and that income and wea!th or general possessions form 
one undifferentiated whole in the first stages of economy. ‘There is 
much valuable material on the political aspects of the medieval econ- 
omy, but it is all part, like everything else, of his general application 
of the morphological idea to economic phenomena. He has to con- 
fess in the end that this is only a plea for doing all over the economic 
field what the classical economists did for the facts of modern times. 
This is exactly what Professor Dunbar hinted in his article on the 
“Reaction in Political Economy,” and one sees at a glance that 
Dr. Biicher’s work in this volume is primarily of methodological 
and general significance. 

The second lecture approaches the suggestive topic of the different 
systems or forms of labor, the different ways in which labor is applied 
(Betriebssysteme), with the same persistent polemic against “rational- 
istic construction” and preconceived ideas and @ priorism. Dr. 
Biicher finds that the classical economists have been far too prone to 
regard hand labor as the normal form of industry, as in fact 
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an ideal to be realized, although they all knew or thought with Smith 
that its realization lay in the past. The whole way of thinking about 
labor in the past and about possible developments of labor has been 
colored by this ideal, he thinks. He himself gives us again a mor- 
phological or structural, but only partly historical, study of the five 
forms of industry which he distinguishes as Home-Industry, Paid- 
Labor, Hand-Labor, the Small Industry System of the merchant or 
middleman, and the Factory. Although his aim is “ precise morpho- 
logical exposition,” as he calls it, one feels that he deserts the morpho- 
logical standpoint sometimes in seeking for absolute beginnings or first 
things and second things ¢” order of time. He characterizes the hand- 
labor system by saying it can only be, at best, working to order, to 
expressed demand (Kundenproduktion), and the small producer system by 
saying that it only organizes a part of the production process, while the 
factory organizes the whole of the production of a commodity—the latter 
alone is completely organized production in view of an end. He 
closes the lecture by pointing out that there are always causes at work 
which carry a system of industry on to fuller developments. 

The interesting question of the relations between economic groups 
and social classes is discussed in another lecture. It is Dr. Biicher’s 
purpose to submit the doctrine of the classical economists on the 
division of labor to a sharp criticism, and to study the application of 
that doctrine to Social Science. His questions are, “ What is Division of 
Labor ?”’ and “ How does it apply to the formation of social classes ?”’ 
He points out five useful ways of regarding division of labor ; as imply- 
ing in fact, division in production, labor on different parts of a pro- 
duct, specialization in occupation, the formation of different callings 
in life and change in methods of production. Each of these different 
phases of the matter has had its day in different periods of the indus- 
trial development of the race. Adam Smith did not give an exact 
psychological analysis of the tendency to economic action, but simply 
alleged the tendency in human nature to exchange as the one cause of 
division of labor. This is altogether too general a criticism, for very 
few human tendencies were understood completely by modern psy- 
chology in 1776. Economists, again, have not fully analyzed, says 
Dr. Biicher, the consequences of the division of labor; the social con- 
sequences alone have attracted attention. 

Obviously, Dr. Biicher has some promising positive investigative 
work on hand, and these lectures show us the structures he is prepared 
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to draw up for himself and others in the treatment of Economic His- 
tory; itis to be with him a study of forms. It is natural enough to 
find, in the history of the introduction of the idea of evolution into 
matters economic, the specific idea of morphology following the gen- 
eral idea of organism. The book is thus firstly a contribution to the 
subject of Scientific Method in Political Economy. It is clear, and 


suggestive. 
Ww. 


Natural Value. By FRIEDRICH VON WiksER. Edited with a 
Preface and Analysis by WILLIAM Smart, LL.D. The trans- 
lation by CuristiAN A. Matitocuw. London: Macmillan 
& Co., 1893. 8vo. pp. xlv+243. 

Dr. WILLIAM SMart, of the University of Glasgow, already well 
known as the translator of Béhm-Bawerk and as the author of ar 
excellent manual on the theory of value, has enlarged his claims to the 
gratitude of English readers by having inspired the present translation 
of Wieser’s brilliant work on Natural Value. The work of the transla- 
tor, Mrs. Malloch, has been very well done. The translation is accu- 
rate, fluent and as lucid as the occasional cloudiness of the original 
would permit. The usefulness of the volume has been materially 
increased in its English dress by the editor’s careful exposition and 
restatement of points that are likely to present special difficulties to 
English readers, and by the elaborate analytical table of contents. 
Indeed, so admirably has the work of translating and editing been 
done, that the volume might well stand as a model of what an English 
version of a foreign economic treatise should be. ’ 

Little need be said about the character and contents of Wieser’s 
work. The leading features of his thought have already been made 
fairly familiar to English readers through the discussions which the 
Marginal Utility theory of value has occasioned in recent years. 
Though not the last, in point of publication, of the brilliant writings of 
the Austrian economists, Wieser’s work has, perhaps, the best claims to 
be regarded as the strongest and ripest product yet brought forth by 
that school. As such it is likely to be a centre of discussion for some 
time to come. The chief interest of the volume lies in Books iii., iv. 
and v. In the former, Wieser gives a theory of distribution founded 
on the Marginal Law of Value. In the last, he attempts a reconcilia- 
tion of the law of costs with the doctrine of Marginal Utility, by treat- 
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ing cost values as simply a special case within the great law of mar- 
ginal utility. The attempt is ingenious ; and whether it be regarded 
as satisfactory or not by those who have been inclined to attribute 
greatest influence to the action of the cost principle, even they will 
concede it to be a great merit of Wieser’s work that he has at least 
acknowledged and faced an issue that the other members of the Aus- 


trian school have almost wilfully avoided. 
A. C. MILLER. 


Labor and the Popular Welfare. By W. H. Mattock. London: 
Adam and Charles Black, 1893. 8vo. xi+336. 


In Labor and the Popular Welfare Mr. Mallock deals with the 
general problem of distribution. It is assumed at the start that it is 
right for the poor to “look for an increase of income by direct legisla- 
tive means.” (p. 15.) The more radical measures which have been 
proposed for securing through legislation an increase of income are 
considered. Taking up the socialist cry for a distribution of the national 
product in equal fer capita portions Mr. Mallock finds that of this 
product only a portion is susceptible of division at all, and of 
that portion much would cease to be wealth under a socialistic tenure 
of property. Further, such a redistribution of wealth would not release 
any one from the necessity of laboring. ‘The industrial discipline of 
the State,” says Mr. MaNock, “ would necessarily be much harder than 
that of the private employer.” (p. 22.) It is not a certain class of 
men but nature that forces man to work. The independence of the 
working man is “not given up to the capitalist but to capital,” and 
were capital owned by the State slavery would still exist. It is shown 
that exaggerated notions are held by some social reformers of the 
amount of national income paid in rents, and that the increment to 
individual income from state confiscation of land would be slight. 

Book ii. treats of the chief factor in production which is conceived 
to be ability. Preparatory to determining the productive power of 
ability Mr. Mallock attacks Mill’s assertion that the part which nature 
plays in different industries is indefinite, and “that it is impossible to 
decide that in any one thing nature does more than in any other.” 
“Practical logic” leads to the conclusion that “the general way in 
which income is distributed is based on the amount produced by these 
three things respectively, Land, Capital, and Human Exertion” 
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(p. 95), and that the portion produced by each can be clearly 
determined. 

The product of land is rent. ‘‘ Labor,” says Mr. Mallock, “must be 
held to produce so much as is absolutely necessary for its own support” 
(p. 95), while that portion of the product produced by certain qualities of 
superior soils over and above what the workman requires for mainten- 
ance is rent. This implies that what is absolutely necessary for the 
support of labor is some definite portion of the product. The issue 
taken with the classical economists seems to be that while the classical 
economists consider all agricultural products to be products of labor 
exerted upon lands of varying fertility, and the determination of rent 
to be fixed by the margin of cultivation and the law of diminishing 
returns, Mr. Mallock regards that portion of product which falls to 
labor under the law of rent as in some peculiar sense the product of 
labor, and at the same time identical with the quantity absolutely nec- 
essary for the support of labor, while he would maintain that the soil 
“just as truly produces the produce that goes in rent.” (p. 93.) 

This form of reasoning is applied to capital. The case is taken of 
a man drawing water from a well with a rope and pail. ‘We do not 
say,” continues Mr. Mallock, “that the man raised so much water, and 


the rope and pail somuch. We say the man raised the whole. But the 


moment we have to deal with appliances of an improved kind, by which 


the result is increased, whilst the labor remains the same, the case of 
the appliances becames analogous to that of superior soils.’’ (p. 111.) 
One naturally asks upon what principle the product of labor is separated 
from that of the device. In this case Mr. Mallock holds that the device 
raises all the water raised in excess of what would have been raised by 
the same amount of labor using a rope and pail. The rope and pail 
is selected because that is the device which ordinary intelligence would 
suggest as the means of getting water out of a well. It may be observed, 
however, that ordinary intelligence suggests other means than the rope 
and pail. Doubtless the application of windmills to pumps has increased 
the power of human beings to raise water out of wells by a certain defi- 
nite amount; but so did the introduction of the pail, the rope, the 
pole and weight, and the crank. To be consistent we must say either 
that man lifts all the water, but is constantly finding that he can lift a 
given amount with less labor; or that he lifts none of the water, and 
that the entire amount is raised by a certain interplay of physical forces 
to overcome the force of gravity. In a sense the leaf which a man twists 
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into a cup by the side of a natural spring lifts all the water as truly as 
the more complicated windmill; in a sense, too, the man lifts all the 
water lifted, whatever the means employed. 

“Wage Capital,” according to Mr. Mallock, “is merely the means 
by which intellect impresses itself as Labor” (p. 129), and machinery 
may becalled “congealed Wage Capital.” ‘And, therefore, all Capital 
equally with Wage Capital represents the control of Intellect over Labor 
—or one kind of Human Exertion over another.” (p. 135.) Accord- 
ingly the portion of product which goes to capital is determined upon 
those principles which determine the portion of ability. 

Ability is one form of Human Exertion and the chief factor in 
production. Practical logic here concludes, from a survey of the 
incomes of Great Britain, that about sixty men out of a thousand possess 
ability. Exceptional incomes not derived from land or capital are the 
product of ability. Living men of ability comprising about one-six- 
teenth of the population produce two-thirds of the produce of industry. 
Such men “are practically monopolists not only of their own special 
powers but of the complicated discoveries of their predecessors.” (p. 199.) 
Labor, however, according to Mr. Mallock is constantly appropriating 
a portion of the product of ability, and today receives more fer capita 
than it would have received in 1850 had the entire product of industry 
been paid out in wages. Thus the wildest dreams of the social 
reformer of that day have been more than realized in the ordinary 
course of events. 

Were not Mr. Mallock’s book intended rather as a popular essay 
than as a scientific treatise on economics, his observations upon the pro- 
ductivity of ability would be irrelevant. In an ultimate analysis every act 
is guided by ability and may be said to be ability’s product. Such a 
view is not, however, economic; the ethical claim of ability is not to be 
coérdinated with the laws of rent, of interest, and of wages. Economi- 
cally speaking the adopter of an invention is as great a producer as the 
inventor. The economic justification of the large incomes earned by 
men of ability lies in their power to increase the aggregate product of 
industry ; the possession of ability in itself constitutes no valid economic 
claim. Economics does not consider the qualities back of the produc- 
tiveness of the agent. 

As a statement of the ethical claims of men of ability upon the 
products of industry Mr. Mallock’s work is instructive. As a critic of 
Mill’s proposition that where two factors, such as land and labor, capi- 
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tal and labor, or ability and labor, are “equally necessary for producing 
any effect at all, it is unmeaning to say that so much of it is produced 
by one and so much by the other”: Mr. Mallock seems himself open to 
the criticism that he takes what Mill intended as merely a philosophical 
observation to be a denial of concrete laws of distribution in society. 
Joun CuMMINGs. 


Der Parlamentarismus, die Volksgesetagebung und die Socialdemo- 
krate. By Kart Kautsky. Stuttgart: J. H. Dietz, 1893. 
8vo. pp. viii + 139. 

THE traditional attitude of socialists, both in Germany and else- 
where, has generally been hostile to “ parliamentarism.” The name 
of the “Social-Democrats”’ of Germany is significant of their leaning 
toward the primitive democratic organization of society, which has no 
use for a parliament. Socialists have made much of the direct partic- 
ipation of the people in legislation, almost universally to the extent of 
urging the Referendum, Initiative, and Imperative Mandate, and very 
generally advocating a close circumscription of the powers of the rep- 
resentative body. At the same time they have held in theory that the 
members should be delegates only, and not representatives in the full 
sense. Extremists have held that representative legislatures have no 
place in the republic of the future, and have even discountenanced par- 
ticipation in elections of members of parliamentary bodies. 

Mr. Kautsky takes exception to this view. He expresses the view 
of what is probably a strong section and apparently a growing section 
of European socialism, that a parliamentary legislative body, and the 
parliamentary method, is not simply a necessary evil under existing 
circumstances, but is the best means known for embodying the popu- 
lar will in law and enforcing the execution of the law. It is urged that 
direct legislation by the people belongs to the same primitive stage of 
culture with direct administration of justice by the people, and that 
both of these become impossible as the community increases in num- 
bers and complexity. In a large and highly developed republic it 
would take all the time of all the citizens to enact the necessary laws 
and watch over their execution. The most that can be left to direct 
popular action is what is comprised in the Referendum and the Initia- 
tive, and the purpose of these two institutions is not to abolish the 
parliamentary body, but only to render it more immediately dependent 
on popular influence and control. 
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It is pointed out that not only is the trend of development toward 
the employment of parliamentary methods in all civil bodies, but even 
in voluntary organizations of all kinds and for all purposes the same 
method necessarily prevails. And by no class is the parliamentary 
idea carried out more rigorously than by the laboring population, 
from whose members the socialist organizations are made up. They, 
the substance and exponent of the coming socialist State, delegate 
powers to their representatives, when occasion demands, with more free- 
dom, and submit to their decision with less reserve, than any other class. 
No class or party has the same sense of party discipline and solidarity. 

The author points out that direct legislation by the people, 
together with its complement, direct administration of justice, logically 
belong in the anarchist scheme. It is, in fact, the characteristic feat- 
ure that distinguishes anarchism from socialism. 

While its purpose is the refutation of what the author considers an 
unsocialistic position—the position that the powers of parliamentary 
(representative) bodies should be closely limited and legislation by the 
body of the people insisted on at all points, the argument serves a 
purpose more interesting to students of the socialist movement. It 
indicates that the attitude of socialism, in the persons of the leaders of 
the movement, is with an increasing degree of consciousness coming 
to be that of an aspiration towards the republic, in the same sense 
which that term conveys to English-speaking people. Parliamentarism 
is the form and method whereby socialism is to work out the salvation 
of mankind. Patriarchal absolutism has virtually ceased some time 
past to occupy the socialist’s thoughts, and the idea of government by 
a committee of delegates is likewise becoming discredited. The mod- 
ern socialistic movement has outlived the bitter antagonism to all 
things belonging to the existing social order, which characterized its 
early utterances at the middle of the century, and is casting about to 
find and make use of whatever is good and serviceable for the cause in 
modern political institutions. A livelier appreciation of the meaning 
of the dogma that socialism is the “next stage in social evolution,” 
that it will be reached if at all by an evolution from existing forms of 
social organization, is bringing into fuller consciousness the implica- 
tion that socialism is the industrial republic, not industrial democracy, 
and that the means by which it will do its work must be, if anything, a 

urther development and a perfected form of the means employed by 
the political republic in its sphere. 
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Perhaps the first reflection which this change, or growth, will sug- 
gest to conservative members of society, is that it renders socialism all 
the more effective an engine for mischief, the more reasonable it 
becomes on all other heads than its chief characteristic of antagonism 
to the institution of private ownership. , T. B. VEBLEN. 


Special Assessments: A Study in Municipal Finance. By Victor 
Rosewater, Px.D. New York: Columbia College, 1893. 
8vo. pp. 152. , 

The Inheritance Tax. By Max West, Pu.D. New York: Colum- 
bia College, 1893. 8vo. pp. 140. 

THESE two monographs are among the very best of the excellent 
series of doctoral dissertations in course of publication by the depart- 
ment of Political Science in Columbia College. Both are scholarly 
contributions to important problems of public finance. 

It is fitting that the first thoroughgoing discussion of the subject 
of special assessments should have come from an American student. 
Special assessments have played an extremely important part in the 
revenues of American municipalities. They are not indeed unknown 
in England and Europe, but their application there has been so scanty 
that they have almost completely escaped the attention of foreign 
writers on finance, as a distinct form of public contribution. In the 
United States, however, special assessments are one of the most impor- 
tant local exercises of the taxing power. The system had its beginning 
in New York in the seventeenth century, and since then it has spread 
until it has been legally recognized in all but four states. The system 
has won the pretty general approval of the courts, and the abundant 
litigation to which it has given rise has led to the development of a 
set of principles more or less accurately describing the objects for 
which special assessments may be made, the persons who may make 
them and the limitations on the exercise of the power. Mr. Rose- 
water has studied the cases carefully and discussed the underlying 
principles with judgment and discernment. It seems well settled now 
that special assessments are an exercise of the taxing power, although 
they are not taxes in the ordinary sense. They have certain features 
in common with both fees and taxes, but the points of dissimilarity are 
sufficiently numerous and important to entitle them to a separate place 
in a classification and treatment of public revenues. 
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Dr. West’s monograph supplies, in a most convenient form, a care- 
ful survey of the past and existing legislation on the subject of inher- 
itance taxes, both in this and other countries, together with an 
admirable critical review of the interesting legal and financial problems 
that have been raised by this form of taxation. The inheritance tax, 
in some form, is found at the present day in nearly every civilized 
country. It has reached its highest development in England, France, 
Switzerland, Canada and Australasia. In those countries it has been 
made a very productive source of revenue. The inheritance tax has 
not yet won a very wide extension in the United States (at present it 
is found in twelve states), but it is rapidly growing in public favor. 
The trend of both popular and scientific opinion is distinctly in its 
favor at the present time, but for a variety of reasons. There exists no 
consensus of opinion among competent writers on finance regarding 
the proper justification of this mode of taxation. Some regard it as a 
convenient method of limiting inheritance ; some as a payment to the 
state for guaranteeing the peaceful devolution of property ; and others 
as atax levied in accordance with the rule of ability. But it seems 
most logical, from the standpoint of finance, to regard it as a property 
tax, levied in the convenient manner and under the name of a tax on 
inheritance. This, we understand, to be also Dr. West’s view. His 
treatment will be found thorough, interesting and scholarly. 

A. C. MILLER. 


National Consolidation of the Railways of the United States. By 
GeorGE H. Lewis, M.A. New York: Dodd, Mead & Co., 
1893. 1I2mo. pp. xv + 326. 

In this work Mr. Lewis does not content himself with mere 
destructive criticism, as many writers upon railway problems have done, 
but he proposes a definite plan which, in his opinion, is sure to remove 
the more serious evils of the transportation system. The author 
naturally begins by showing the magnitude of the interests and their 
importance to every citizen as well as to the political life of the states 
and the nation. The conditions which make the railway an industrial 
monopoly and tend towards the consolidation of rival roads are dis- 
cussed. The words of men whose opinions should carry weight, 
notably Mr. Huntington and Mr. Blackstone, are cited to prove that con- 
solidation in some form is inevitable. The confiicting theories of rate- 
making, the evils of discrimination, and the disastrous results which 
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follow the competition to which rival roads are driven, are adduced as 
further evidence to prove that the regime of individual ownership and 
control must yield to some better plan of management. Further rea- 
sons in support of this conclusion are found in the ruin wrought by 
stock watering and other abuses of fiduciary powers. Not least among 
the existing evils is the stock speculation and speculative management 
to which uncertainty and instability give rise. On this as on some 
other points the author might have made the case stronger against the 
railways than he has done. For his purpose it is desirable to show 
that the plan of railway building and management in this country is a 
failure, but he does not fall into the too common error of treating his 
opponents unfairly, and charging upon them all conceivable crimes. 
He might have criticised some of the evils more severely, and would 
have done well to dwell at greater length upon the bad effects of specu- 
lation, for one of the strong arguments in favor of the proposed plaa 
is the elimination of speculative management. 

The declaration of constitutions and statutes, the opinions of 
jurists and the decisions of the Supreme Court are cited to prove that 
the railways are public highways, and as such are subject to govern- 
mental control. The author finds a still stronger reason for taking 
the control of railways out of private hands in the resemblance of their 
charges to taxation. If Mr. Stickney, Mr. Lewis and others who are 
arguing upon the same line succeed in demonstrating that the railways 
necessarily exercise the taxing power they wil] have gone a long way 
toward securing their transference from individual to governmental 
control. 

Bad as the evils of the existing system are, Mr. Lewis fears that 
the dangers attendant upon direct government ownership and control 
would be worse. He therefore proposes a plan by which he hopes to 
combine the advantages of consolidation, government control and 
private interest. In brief, this plan is to have Congress incorporate 
“The Consolidated Railway Company of the United States,” to pur- 
chase and operate all railways engaged in interstate commerce. The 
government of the company is to represent three interests. (1) The 
President of the United States is to appoint the president of the com- 
pany and six commissioners. (2) Each state is to be represented by an 
elected commissioner. (3) ‘The stockholders are to have their interests 
guarded by a number of commissioners equal to those chosen by the 
states. Because this body of more than one hundred commissioners 
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would prove unwieldy, it is to exercise only a general controlling power, 
leaving the real direction of affairs in the hands of an executive com- 
mittee of five members. 

The Consolidated Company is to purchase existing roads at their 
market value, issuing in payment its own three per cent. stock, the 
dividends on which are to be guaranteed by the United States. Many 
of the details of the plan are worked out, authorities are cited, and 
arguments adduced to prove the constitutionality and the practicability 
of the proposition. 

It is not within the scope of this review to criticise the plan in detail, 
but one or two of the graver objections should be stated. Aside from 
the political difficulty of partisan appointments, which it is by no 
means clear that the plan of the author would eliminate, one of the 
gravest dangers inherent in the public management of any industrial 
enterprise is the scattering of authority and responsibility, so that the 
possibility of, and the motive for, improvement are destroyed. Many 
of the advantages as well as some of the evils of the existing organiza- 
tions of industry are to be sought in the concentration of power and 
responsibility in the hands of the man who is to profit most by its 
wise use. Or if the head of a great industrial enterprise is an agent 
he must be responsible to one person or constituency who can hold 
him to strict account, punishing laxity and rewarding merit. Under 
the plan proposed the executive power is divided among five men, but 
worse than this, they are subject to control by the great board of com- 
missioners which is constituted in about the worst possible way. It 
represents diverse interests, and log-rolling, with attention to local 
interests, would be necessary to carry any movement. If railway trans- 
portation had reached a state of perfection and the object was to secure 
the greatest amount of conservatism, to prevent any change, the 
arrangement suggested might prove an admirable one. But if pro- 
gress and increased benefits are desired from our railways the manager 
will need to be selected in a different way, to have fewer masters, to be 
more free from interference and to labor under stronger inducements 
than are found in the plan proposed by Mr. Lewis. Private manage- 
ment has certainly secured for the United States the most enterprising 
and progressive men to conduct the transportation business. The 
benefits derived from the present system cannot be surrendered for 
poorer and less progressive service until the evils arising from specula- 
tion and competition become worse than they are now. And if a 
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change should become necessary it must be so made as to preserve as 
many of the good features of the existing system as the nature of the 
problem will permit. Under exclusive government ownership and 
control a number of the more desirable features of private manage- 
ment might be retained. The president or manager might be given 
full power, and held accountable to one master for its use. Under 
the Consolidated Company with divided executives responsible to 
three antagonistic bodies, much poorer results would naturally follow. 


This seems to be a fatal weakness in the plan proposed. 
WILLIAM HILL. 


Seventh Annual Report of the Interstate Commerce Commission. 
Washington: 1893. 8vo. pp. 266. 


Tue Seventh Annual Report of the Interstate Commerce Commis- 
sion is of especial interest as an indication of the feeling in regard 
to the importance of the commission and the efficiency of government 
control of railways. ‘The Commission is evidently alive to the criticism 
which has been passed upon it and feels moved to disclaim responsi- 
bility for the evils from which the transportation interests are suffering. 
‘The report goes further and shows by statistics, covering the period of 


the Commission’s existence, that profits are increasing and the percent- 
age of stocks paying no dividends is growing less. 

The work of the Commission, however, is far from satisfactory, even 
to its members. The courts have made some decisions which have weak- 
ened its power, and, on the whole, it commands less respect and obedi 
ence than during the earlier years of its existence. This probably fur- 
nishes an explanation of some of the recommendations made by the 
Commission. In their opinion the time has passed when government 
regulation of the means of transportation is a debatable question. The 
Commission would have personal discriminations treated as crimes 
and visited with severe penalties. 

The matter of overcharging receives severe condemnation, and is 
held to be practiced more extensively than can be accounted for by 
mere mistakes. Unjust classification gave rise to several complaints, 
and the Commission again recommended an amendment compelling 
the adoption of a uniform classification within a specified time. The 
short haul clause of the act seems to be reasonably well obeyed, as but 
three cases arising under it were decided. 
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Several pages of the Report are given to a discussion of the civil 
cases now pending, particularly to those where the interpretation of 
the word “line” is in question. Much difficulty has been occasioned 
by the interpretation which the courts have given this word, and Con- 
gress is asked to adopt the interpretation of the commission, #. ¢., a 
“physical line,” not a “business arrangement.” An amendment in 
respect to proceedings to enforce the lawful orders of the Commission 
is again asked for. The question of pooling which received so much 
attention in the last report is not mentioned in this one. 

The statistics collated from the reports which the roads are required 
to make to the Commission are valuable in proportion to the prompt- 
ness with which they can be issued. Many of the roads are very dila- 
tory. Some do not send in the reports till almost a year after the 
time fixed. An amendment is therefore asked fixing a cumulative 
penalty for delay. 

The suggestion which marks the most distinct advance is perhaps 
the one calling for authority to fix minimum as well as maximum rates. 
The act was originally framed to protect the shippers against the rail- 
ways. Now it is recognized that railways need protection against one 


another. 
W. 4H. 


The Union Pacific Railway: A Study in Railway Politics, History 
and Economics. By Joun P. Davis, A.M. Chicago: S.C. 
Griggs & Co., 1894. 8vo. pp. 247. (With maps.) 


THE first one hundred pages of Mr. Davis’s book contain the his- 
tory of the Pacific Railway enterprise prior to the passage of the Act 
of 1862. The agitation before the people, beginning with the first 
indefinite proposal for a road in 1832, is described, year by year, and 
the congressional struggle, session by session. Citations from the 
magazines and newspapers of the day, and from the voluminous con- 
gressional debates are given in profusion. A dreary waste of materials 
has been minutely surveyed to get together this narrative, and the work 
has been well done. But this is ancient history, and interesting only 
as such, and it is a serious question whether the matter is important 
enough to warrant such a presentation. 

In the next chapter, an exposition of the charter Acts of 1862 and 
1864, there is a curious mistake. The Act of 1862 provided that the 
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Central Pacific should build from San Francisco to the eastern boun- 
dary of California, and if the road from the East had not yet reached 
that point the western one might continue eastward on the same terms 
given to the Union Pacific, receiving the subsidy at the completion of 
each section of a specified length. This provision Mr. Davis lays 
down correctly, and then, two pages later, says that the subsidy for the 
main line of the Union Pacific, ¢. ¢., from the one hundredth meridian 
westward, could not be paid until the line from that point to Omaha 
had been completed—an evident contradiction. Moreover, on page 
123, he quotes verbatim the provision in the Act of 1864 which he had 
on page 10g attributed to the Act of 1862. This clause, which does 
not appear in the earlier Act, was inserted in the later one as a safe- 
guard against the building of the system in such a way that St. Louis, 
through Kansas City, should be practically the connecting point with 
the eastern railway net, instead of giving that advantage to Chicago. 
Another clause, limiting the eastern building of the Central Pacific to 
a point one hundred and fifty miles east of the California state line, 
was also inserted in the Act of 1864, thus preventing the conflict which 
otherwise might have arisen. 

This chapter contains also a misstatement concerning one of the 
contracts which Vice-President Durant made with L. B. Boomer, of 
Chicago, for building a part of the Union Pacific line. Mr. Davis 
says that Boomer was “afterward declared to have enjoyed existence 
only in Durant’s fertile imagination.” I can recall no place where 
such a statement is made, although Oliver Ames said that the Boomer 
contract was “a secret arrangement,” “a bogus thing of Dr. Durant’s,” 
and that “ Boomer was a man of no responsibility.” (Testimony before 
the Wilson Committee, p. 285). This is a somewhat different 
matter. 

In this same chapter one finds also the assertion which is frequently 
made, that while the Ames faction wished to build the road and make 
money out of running it in subsequent years, the Durant party thought 
that the enterprise would be a business failure, and were, therefore, 
anxious to make the greatest sum possible out of the construction con- 
tracts. Does the evidence bear out this conclusion? Durant went 
into the project at its conception, carried it on his individual shoulders 
to a certain point, there had to give place toa new man. Whoever 
that man had been he probably would have excited the personal jeal- 
ousy of Durant. Durant and Ames were not widely different in their 
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methods, and their disputes seem to have been of a personal nature, 
rather than due, as is commonly said, to the different ways of consid- 
ering the project. But one cannot dogmatize on this point. 

A chapter of twenty-seven pages is devoted to the building of 
the Union Pacific. The bulk of this space is taken up with a 
picturesque description of the town at “the end of the road,” the 
story of a fight with the Indians, a poem of Bret Harte’s. Important 
facts concerning the construction period are slighted. This chap- 
ter contains also a discussion of one of the disputes with the govern- 
ment over the date fixed for the completion of the road. As Mr. 
Davis devotes a subsequent chapter to legal matters it would seem that 
this subject might better have been treated there. 

The chapter devoted to the legal aspects of the undertaking recounts 
the decisions of the United States Supreme Court in cases pertaining 
to the Pacific Railways, and deals with the only phase of the entire 
subject which had previously been adequately treated. 

The last chapter gives some facts concerning the present status of 
the debts of the different Pacific Railways, and makes references to the 
proposed plans of settlement with the Government. Here is found a 
meager account of the consolidation which occurred in 1880. Of it 
Mr. Davis says that the terms were onerous to the Union Pacific. On 
the contrary, consolidation had long been desired by both the Kansas 
Pacific and the Union Pacific parties, and at the particular time when 
it was effected it was the Union Pacific, and not the Kansas Pacific, which 
was in great trepidation lest the proposed scheme should fall through. 

Of the whole book only seventy pages (the chapter on the con- 
struction period, the one on the Credit Mobilier and the closing note 
of three pages on the present receivership and the probable reorganiza- 
tion) pertain to the Union Pacific as distinguished from the rest of the 
half-dozen roads provided for in the charter acts. It would therefore 
seem that the book has been misnamed. It might more appropriately 
have been called “The First Railway to the Pacific.” 

There are two sets of readers whom this book will not satisfy— 
first, those who wish to determine how the Government should deal 
with the company; and, secondly, investors. Such readers want to 
know the exact financial status of the company and its probable ability 
to meet its obligations in the future. This can be known only by a 
careful analysis of the accounts of the road, and to make this under- 
standing complete this analysis must cover the whole period of the 
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road’s existence. The policy of the various owners of the road must 
be detailed, and the effect of each policy upon the finances of the road 
must be pointed out. Really important phases of the Union Pacific 
history Mr. Davis has slighted ; questions of finances he has practically 


ignored. The perspective is distorted. 
Henry K. Wuirte. 


Eighth Annual Report of the Board of Gas and Electric Light Commis- 
stoners of Massachusetts, 1892, 8vo. pp. 288; and Report of a 
Committee to Investigate Charges against Certain Gas Com- 
panies under an Order adopted by the House of Representatives of 
Massachusetts, March 28, 1893, with the Evidence and Argu- 
ments of Counsel. 8vo. pp. clix + 578. 


THESE two Reports are valuable additions to the literature of the 
subject treated. Hitherto the Massachusetts Board has given to the 
world no information on the actual cost of manufacture of gas in the 
several cities of the state. The ostensible reason for not giving such 
information has been that the Board could not rely upon any returns 
made by the companies; but there seems to have been also a hesi- 
tancy about revealing too much of the early history of the Board, lest 
it array against itself too many powerful interests. In the report for 
1892, however, appears the total cost, aside from interest and divi- 
dends, in each of the sixty-eight gas companies of the State. Even 
now no such itemized statement of costs is given to the public as 
should be given. The defense made by the Board for refusing to 
print this information, or even to reveal it upon inquiry at the office 
to such litigants as cities suing for reductions in price of gas, is that 
the Board is not yet sure that the returns sent in by the companies 
regarding items of expense properly classify such items. No attempt 
seems as yet to have been made by the commissioners to determine 
whether or not the returns regarding the capitalization of the com- 
panies are correct, although the present law provides that no new 
stock or bonds be issued except through sales in open market for 
actual value put into the plant. The commissioners declare that they 
have neither the time nor the engineering and clerical assistance 
necessary to do all the work contemplated in the creation of the Board ; 
they have neither time nor power to right all monopolistic abuses. 
Friends of the Board declare, moreover, that politics have in some 
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cases controlled appointments and prevented sufficient appropriations. 
The two Reports under consideration prove, however, that the Board 
has done much good work, especially in preventing undue increase of 
capitalization outside of Boston. In the eight years of its history the 
Board has reduced the price ef gas by direct order in but four or five 
cases; it is argued with some plausibility, that the fear of the 
orders and the advice given in a quiet way by the commissioners has 
indirectly caused many reductions during the past few years. In the 
figures given in the above mentioned Refor?s on the cost of supplying gas, 
we find statements, on the one hand, of the amount of money spent in 
manufacture and distribution for repairs, taxes and improvements 
grouped together, and, on the other hand, the total amount of gas 
burned in the meter; no column gives the actual cost per thousand 
feet in each company. Making the proper division, for a few cities, of 
aggregate cost by number of feet of gas produced, it appears that the 
cost of delivery in the holder in the Bay State Gas Company of Boston 
was, in 1892, 36.4 cents. This apparently includes, however, higher 
charges than ought to be made for salaries and one or two other items 
(as brought out in the legislative investigation). The Bay State Gas 
Company distributes its gas through the Boston Gas Company, at a 
cost, in 1891, of about 24 cents per thousand feet, making thus a total 
cost of 60.4 cents per thousand feet. The total cost for manufacture 
and distribution in Worcester is returned as 70.3 cents; in Fall River 
as 64 cents. These companies use water gas. Perhaps the lowest cost of 
coal gas furnished is 72.3 cents, at Lowell. At Holyoke it is 77.9 cents. 

It is interesting to note that the Bay State Gas Company of Boston 
uses only about one-fiftieth of a ton of anthracite coal to make a 
thousand feet of gas. A difference, therefore, of a dollar a ton in the 
price of coal would thus cause a difference in cost of producing gas of 
only two cents per thousand feet; this is due to improved processes 
of water gas making. Coal costs the company in Boston $4.44 a ton, 
or 9.4 cents per thousand feet of gas made. In the same company it 
takes only 4.8 gallons of naphtha to make a thousand feet of gas. A 
difference, therefore, of a cent a gallon in naphtha would make a dif- 
ference in cost of gas of 4.8 cents per thousand feet. 

Naphtha in Boston in 1892 cost 3.37 cents a gallon, or 16 cents 
per thousand feet of gas made. ‘The cost of material, therefore, for 
water gas was in Boston a little above 25.5 cents. In making water 
gas, of course, there are no residuals. It appears that in Fall River 
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and Haverhill, which also use water gas plants, the yield of gas is 
about the same for each ton of coal and gallon of oil used as in the 
Bay State Company. 

The average rate of dividends declared in the twenty-three electric 
light companies making returns under this head was 5.71 per cent., 
while in the fifty gas companies making similar returns the rate was 
but eight per cent. In face of these facts and of others indicating the 
greater profits made by the gas companies as compared with the 
electric light companies, and indicating further that the production 
of gas is a greater monopoly than the production of electricity—which 
is partially explained, perhaps, by the fact that it is harder to tear up 
streets for a rival gas company than to string new wires—the increase 
of city ownership of lighting plants in this country is almost entirely 
confined to plants for supplying electricity. ‘There are nearly 200 
cities owning their electric light plants, and the number is increasing 
every month, while but eleven cities own their gas works, and the 
number has hardly increased by two or three in the last five years. The 
reason for the preference for municipal ownership of electric light 
plants arises doubtless from the fact that that form of lighting is the 
form used chiefly upon streets, and therefore the form which appeals 
to many as being more in harmony with public functions; but the 
agitation for cheaper gas and for city ownership is growing so rapidly 
that many private gas companies desire to have every state adopt the 
commission idea as it prevails in Massachusetts. This very desire, 
however, of the gas companies is doutless one reason for the growing 
suspicion of the commission idea; it is certainly true that the com- 
missioners did not appear to be popular in Massachusetts during their 
investigation of the Boston Gas Company last spring. ‘The friends of 
the Board admit that the commissioners have been dilatory in reach- 
ing decisions upon cases referred to them, and have neglected to urge 
such changes in the law as would strengthen the powers of the 
Board. 

A difficulty inherent in the commission idea was brought out in 
July 1892; the loss of the very able secretary of the Board was 
brought about by one of the Boston gas companies, which had also 
had an ex-commissioner for counsel in certain cases. The Board 
was unable to obtain the $500 increase of salary from its actual statu- 
tory amount of $2,000, although this slight increase was all that was 
needed to retain the secretary. Such crippling of commissions by 
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companies interested is a serious possible feature of the commission 


regime. 
The evident progress that the Massachusetts Board of Commis- 


sioners has made in the direction of unifying the accounts of the com- 
panies, in securing valuable information—even where only a small 
portion of that information is revealed to the public—and the benefits 
which the Board has secured in conjunction with the law in preventing 
—except in Boston, where the legal conditions are exceptional—the 
outrageous systems of stock-watering that prevail in every other state 
in the Union, justify the existence of the Board. 

Its work is valuable, even though, as the writer believes, it is not 
the final word on the subject. Space forbids more than a reference to 
the investigation by the Massachusetts Legislature of the Bay State 
Gas Company. That investigation furnishes interesting insight into 
the stock-watering and evasions, though not perhaps actual violation 
of law, to be found in many monopolistic enterprises. 

The result of the investigation was an Act of the Legislature 


ordering some reduction in the watered capital. 
EDWARD W. Bemis. 


A Study of Small Holdings. By Witviam E. Bear. London: 
Cassell & Co., 1893. 8vo. pp. 98. 


Tuts “study” is mainly based on personal inspection of small 
holdings in England and the Channel Islands during 1892 and 1893, 
the author having been engaged in that work “in behalf of the Royal 
Commission of Labour.” Besides small farms in the proper sense, 
some space is given to fruit farms and market gardens, as well as to 
the truck farms and the cultivation under glass carried on in the Chan- 
nel Islands. Very interesting is the account of the small holdings of 
the Isle of Axholme, which affords the most extensive and apparently 
the most successful existing survival of the open-field system. One 
surprising feature about the holdings under this system, in this and 
some other localities, is the frequency of sales. The land apparently 
changes hands with great ease, and does not ordinarily remain in the 
ame family through many generations. The holdings vary “in size 
generally from one-eighth of an acre up to fifteen acres for the most 
part.” “In spite of encumbrances, most of the small holders live very 
well, and they are very independent. Small holdings are generally 
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distributed at death, one ‘selion’ to one son and one to another. 
There is no primogeniture or tendency in that direction.” Mr. Bear 
speaks confidently, though not enthusiastically, of the good results to 
be obtained by a moderately extended adoption of a system of small 
holdings, both small farms and allotments. It is commended as 
“ highly desirable, not only for the benefit of the men themselves, but 
also for that of landowners, farmers, and all other persons who are 
interested in stopping the excessive migration of the flower of the pop- 
ulation from the rural districts.”” (This matter-of-course solicitude for 
the interests of the landowners is sufficiently naive, but it is thoroughly 
characteristic of the British view of the agricultural question.) Still, 
“It is only the most industrious, thrifty, and capable of the laborers 
who have a good chance of making small holdings pay,” and the suc- 
cess of the system, generally, depends very greatly on the extent of 
coéperation by the women in the cultivation of the small plots. It 
may surprise American readers to be told that fashion varies greatly 
from one place to another with regard to outdoor work by the women, 
it being in many localities held to be very derogatory, if not out of 
the question, for women to take part in cultivating the allotment. The 
author’s position on this head is no doubt sound, but there is a pun- 
gent flavor of an obsolete point of view about the declaration that the 
attitude of the women in disdaining to help in such cultivation “ should 


not be encouraged.” The most urgent general needs of the small 
farmers are “ a complete reform of the existing system” of marketing 
the produce, and especially a cheapening of transportation, for short 
and long distances alike, especially for small quantities. The latter 
“‘ should be attained even if nationalization of railways is necessary for 


that purpose.” 
Incidentally, but with a persistént recurrence, reference is made to 


the severe depression of agriculture in England, and involuntarily, if 
not unconsciously, it is implied that a decline of rents is the sole and 
inevitable remedy for the depression, but it is at the same time simi- 
larly implied that a decline of rents is something approaching a moral 
impossibility. 

T. B. VEBLEN. 





APPENDIX I. 


EXAMPLES SHOWING THE RELATION OF THE KATE OF PROFITS TO 
SURPLUS - VALUE. 

A CONCRETE example from Massachusetts will make clear the con- 
clusions in the text to those not accustomed to algebraic analysis in 
Economics. 

Seventy-two establishments engaged in the manufacturing of 
brooms, brushes and mops on the one hand, and 378 stone manu- 
factories on the other hand, fully satisfy the requirements of our 
problem. The capital invested per establishment is nearly equal in 
both branches—$9,352 in the former and $10,175 in the latter’; 
every $10,000 worth of capital employs 17.7 hands in stone making, 
and only 14.5 hands, ¢. ¢., 18 per cent. less, in the manufacturing of 
brooms, brushes, and mops. The value produced each year per laborer, 
i. ¢., the sum of wages and gross profits,* is the same in both industries 
($575.38 and $574.70), the difference being only 68 cents a year 
per laborer; and at the same time the rate of net profits differs 
but slightly in both industries, 22.18 per cent. and 20.11 per cent., the 
balance even inclining in favor of the industry employing less 
labor. 

By what process is this result attained ? Simply by an increase in 
the rate of surplus-value from 44.68 per cent. to 81.83° per cent., which 
amounts to a reduction in wages from $397.22 to $316.44 a year. 

Let us now test our formula on the ground of the figures here 

* Twenty-First Annual Report of the Bureau of Labor Statistics, pp. 284, 285, 
378, 379. 

?P. 573, No. 8; p. 575, No. 32.—In reality the two quantities do not exactly cover 
one another. The Report includes wear and tear under gross profits, while it makes a 
deduction for rent and taxes, which in Marx’s analysis enter into surplus value. 
Stil, in the examples selected this divergence can safely be disregarded, inasmuch as 
in the stone industry rent and taxes amount together to 1.13 per cent. of the selling 
price, and depreciation 1.10 per cent. of the selling price,—a difference of only .03 
per. cent. (p. 379.) The difference is more considerable in the manufacture of brooms 
and brushes. Still it does not exceed .96 per cent of the selling price, which comes 
to not more than 2 per cent. of the total value produced per year. (p. 285.) 

3 Jbid., pp. §82, 584. 
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adduced, first reducing all items to a common basis of $10,000 worth 
of capital invested. 


In the expression : 


salu 4 ECPM EPE Meter ts (A) 





substitute the following figures for the stone industry : 


v= $574, o= 45 per cent., 
F+ M+ P+ B= $10,000, mw = 20 per cent., 
/= 17.4, 
i+e+r7=11 per cent. of capital invested, all charges for 
interest, commissions, rent, taxes, etc., being 
here included. 
We thus obtain the identity : 
.20 X 10,000+.I11 X 10,000 
17.4 . 





I 
$74==(1 + 7) 


In the manufacturing of brooms, brushes and mops the value pro- 
duced per hand, the amount of capital, and the rate of profit remain 
the same as above, but the number of hands is decreased by one-sixth, 
t. ¢., to 14.5. We propose now to solve the following problems : 

(1) Zhe rate of surplus-value, and therefore the scale of wages, 
remaining the same, find the amount that can be allowed for interest, 
rent, taxes, commissions, ete. 


We have (Formula A): 


574 = (1+—- 





) .20 X 10,000 X x 
14.5 ’ 


whence «= $583 or 5.83 per cent. on capital invested. This means 
that if the relative increase of the fixed capital, and the corresponding 
decrease of the live assets were such as to reduce interest, commissions, 
etc., from 11 per cent. to 5.83 per cent., wages might remain the 
same, without interfering with net profits. 

(2) Jnterest, rent, commissions, etc. remaining the same, find the rate 
of surplus-value. 


We have : 
I\ .20 X 10,000+.1I X 10,000 
$74 = (1+—) x AER ; 
o 14.5 
o= 59 per cent. 
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From the formule: 


(+) +(F)=2= 574, 


(3) non an 


we obtain: 


(+) = $361. 


To keep up the balance, the rate of surplus-value must then be 
increased from 45 per cent. to 59 per cent., or wages reduced from 
$397 to $361, a decrease of nine per cent.§ 

(3) Lf interest, rent, commissions, etc. increase to 15 per cent.,' find the 
rate of surplus-value. 

We have, as above : 

-20 X 10,000-+.15 XK 10,000 . 
14.5 . 
whence o = 72 per cent. 

The scale of wages will be found’ to amount to $333, a decrease of 
over 16 per cent.’ 

In the real case wages have come down lower than that, to $316 a 
year, which secures to the manufacturer an extra profit of two per cetn. 
yearly as compared with the stone making industry. 





374 = (1+) 


' Cf. Problem 2. 


? This is actually the case in the manufacturing of brooms, brushes and mops.— 
Loc. cit. p. 285. Excess of Selling Price over Cost of Production, 37.57 per cent. of 
capital invested; net profit, 22.18 per cent.; 37.57 — 22.18 = 15.39. 
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JOSIAH TUCKER AND HIS WRITINGS. 
AN EIGHTEENTH CENTURY PAMPHLETEER ON AMERICA. 


OF all the pamphleteers on Anglo-American subjects in the 
eighteenth century, Josiah Tucker, considering his ability and 
the number of his writings, is least remembered. With many 
opinions in advance of his contemporaries, and with a clear 
insight into some matters which confused and bewildered a 
whole generation, he was nevertheless only laughed at or bitterly 
attacked by his compeers, while his successors, far from viewing 
him as a prophet, have entirely lost sight of both himself and 
his writings. As early as 1763 he wrote: “I have been too for- 
ward in my publications already ; and those who think the most 
favorably of my performances consider them as the flights of a 
well-meaning visionary. .. I have complained ... that my 
fate was like Cassandra’s: none would believe me till it was too 
late.” Certainly the writings of a man who, as early as 1750, wrote 
in favor of allowing almost absolute free trade with the colonies, 
—‘ for,” wrote Tucker, “if we would keep them still dependent 
upon their mother country, . . . let us make it their interest 
always to be” ; who, before the French and Indian war predicted 
that the conquest of Canada would be shortly followed by the 
independence of America; who, far from deprecating that event, 
argued that in no way would it injure the mother country, which 
would still retain the American trade; who, when the Americans 
refused to be taxed, advised that they should be declared inde- 
pendent, as England could never enforce laws in America; who 
earnestly opposed all attempts to suppress by force the American 
Revolution; and who was one of the first to see that the right of 
America to declare herself free was not to be found, where so 
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many of our writers attempted to find it, in legal and consti- 
tutional writings, but was a revolutionary right inherent in all 
nations and peoples: the writings of such a man deserve some 
notice, even though they exercised little influence on the genera- 
tion which read them. 

Appointed to a curacy in 1737, in Bristol, England, at that 
time one of the great ports of entry, and for American trade the 
greatest port of entry in England, Josiah Tucker’ quickly took 
an interest in commerce, a subject at that time but little under- 
stood; an interest which in time gained him a considerable 
reputation, and gave rise to Bishop Warburton’s don mot that 
“trade was his religion and religion his trade.” He early 
took an especial interest in American trade, and in his writ- 
ings we find much concerning that neglected subject which 
nowhere else appears in print. At first the advocate of a foster- 
ing system of exemptions and bounties, he later became averse 
to all colonial schemes, for he discovered that trade recognizes 
no boundary lines except those raised by taxation or prohibition, 
and that the colonies traded where they could trade to the best 
advantage. From the discovery of this truism dates the Dean’s 
antagonism to America, which was further increased by his 
extreme Tory views on the power of king and parliament over 
colonies. Yet this extreme partisanship was entirely untinctured 
by party prejudice, and his writings were quite as unpopular 
with the Tory as with the Whig party. “Might have been” is 
a dangerous phrase to introduce into historical writings, but had 
Tucker ever completed his “elementary” work on trade, for the 
instruction of the Prince of Wales, it must have given a different 
aspect to those twenty years from 1763 to 1783. 

In the following list I have endeavored to catalogue all the 
writings of the Dean which relate to America, but probably some 

"No attempt is made here to give an account of his life. There are sketches in 
Public Characters of 1798-9, p. 168; The Gentieman's Magazine, vol. \xix. p. 1000; 
Annual Register, vol. xli. p. 354; and Luropean Magazine (with portrait) vol. xxxvi. 
PP. 293, 377, and vol. xxxvii. p.18. Letters of his are printed in WOODHOUSE’s Memoirs 
of Kames, vol. iii. p. 157, and in Letters of Eminent Persons Addressed to David Hume, 
p. 176. 
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of his anonymous pamphlets and many of his newspaper articles 
have escaped me.' 

A | Brief Essay | on the | Advantages and Disadvantages, | 
Which Respectively Attend | France and Great Britain, | With 
Regard to Trade. | With some | Proposals | For Removing | the 

| Principal Disadvantages | of | Great Britain, | In a New and 
Concise Method. | Printed for the Author; And sold by T. Trye, 
near | Gray’s-Inn, Holborne, London, 1749. [8vo. pp. v+79. | 

“The best of his numerous performances,” writes McCul- 
loch. This volume relates largely to colonial trade and produc- 
tion; the author wished these to be fostered and encouraged, 
so long as they did not come into rivalry with the mother 
country. He maintained that restrictions and duties should be 
for the mutual benefit of the two countries, for that would bring 
mutual dependence, which “alone will contribute more to the 
preserving of the Dependency of our Colonies upon their Mother 
Country, than any other Refinement or Invention.” 

A | Brief Essay | on the | Advantages and Disadvantages | 
which respectively attend | France and Great Britain, | With 
Regard to | Trade. | With some | Proposals | For Removing 
the | Principal Disadvantages of | Great Britain. | In a new 
method. | The Second Edition Corrected | With large Addi- 
tions. | London: | Printed for T. Trye, near Gray’s-Inn Gate, 
Holborne. MDCCL. | (Price Two Shillings). [8vo. pp. 166. 

A | Brief Essay | on the | Advantages and Disadvantages | 
Which respectively attend | France and Great Britain, | With 
Regard to | Trade. | With some | Proposals | For Removing 
the | Principal Disadvantages of | Great Britain. | In a new 

‘In the preface to Cui Bono, Dean Tucker speaks of a pamphlet of his which 1 
have not been able to identify: “ Almost thirty years ago [dating back from 1781]. 

. He [Dean Tucker] showed . . . that the Americans had not assigned a suffi- 
cient Cause for going to War for their Sakes ; and that their pretended Dangers either 
of being driven into the Sea, or of being put between two fires, were imposture .. - 
he offered to prove from the English Custom-House Books of Entries or Imports, that 
the Quantity of Furs brought into England was almost double to what it had been in 
former Times . . . that the driving of the French from the English back Settlements 
would be the Signal to the Colonies to meditate a general Revolt. . . . Some would 


not vouchsafe an Answer to his Letters.” 
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method. | By Josiah Tucker, M.A. | Rector of St. Stephens in 
Bristol, and Chaplain to the | Right Reverend the Lord Bishop of 
Bristol. | The Third Edition Corrected, | With Additions. | 
London: | Printed for T. Trye, near Gray’s-Inn Gate, Holborn. 
| MDCCLIII. | (Price Two Shillings). [8vo. pp. (2), v— 
viii+ 168. | 

Reprinted with the omission of the appendix in: A Select 
Collection of scarce and valuable tracts on Commerce. . . . London: 
MDCCCLIX. 

An | Essay | onthe | Advantagesand Disadvantages | Which 
respectively attend | France and Great Britain, | With Regard 
to | Trade. | With some | Proposals | For removing the | Princi- 
pal Disadvantages of Great Britain. | By Mr. Josiah Tucker, of 
Bristol. | The Fourth Edition. | Glasgow: | Printed in the year 
MDCCLVI. [12mo. pp. vii+3-194. | 

A reprint of the third edition. 

A | Brief Essay | on the | Advantages & Disadvantages | 
which respectively attend | France | and | Great Britain, | with 
regard to | Trade. | By Josiah Tucker, D.D. | Dean of Glocester. 
| London: | Printed for John Stockdale, | opposite Burlington- 
House, Piccadilly. | MDCCCLXXXVII. [8vo. pp. 96. ] 

Although the ‘“ Advertisement” claims this to be a reprint 
of the third edition, it is really an abridgement, and contains 
only about half the original pamphlet. Only pages I to 53 are 
devoted to Tucker’s essays, the remainder containing three of 
Hume’s essays on trade. It was apparently reprinted in Dublin 
in this same year. 

The | Elements of Commerce | and | Theory of Taxes. [Col- 
ophon | Josiah Tucker, | Rector of St. Stephens in Bristal. | Bris- 
tol, July 10, 1755. [4to. pp. 174, (1).] 

Such is the title as given in the running title at page 8 of this 
pamphlet, but in the copy before me Dean Tucker has struck it 
out with a pen and substituted ‘‘The Moral and Political Theory 
of Trade and Taxes.” 

The author in his preliminary note states that “The present 
Impression of this Treatise is not designed for public Use: The 
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Press being no otherwise employed on this Occasion than as an 
expeditious Amanuensis. The Author therefore humbly hopes, 
That those Gentlemen who favour him with perusing these 
sheets, will please to consider the Work as still in Manuscript, 
and oblige him with their Corrections and Improvements as soon 
as possible. The Margins are made particularly large for that 
Purpose. And it is proposed, that after a general Revisal, the 
Treatise shall be correctly and neatly printed, and published with 
Expedition.” 

At the request of Dr. Hayter, preceptor to George III., Josiah 
Tucker began the preparation of a treatise on National Com- 
merce, intended for the especial instruction of the then Prince of 
Wales, but after making some progress in the work abandoned 
the project, as he considered that his own views and theories ran 
too much counter to public opinion and prejudice. This is the 
preliminary “first copy” of the first part and of the first chapter 
of the second part (a table of the contents of the whole work being 
added) and was never carried further than the printing of a few 
copies, as advance sheets for correction by the author’s friends. 
As most of the copies were returned to the author, it is a work 
of great rarity, and when found is usually full of marginal notes. 
That now before me was sent to Dr. Secker, Archbishop of Can- 
terbury, and is crowded with both his and the author’s manu- 
script corrections and additions, while the copy mentioned in J. 
R. McCulloch’s Literature of Political Economy (p. 51) has notes 
by the Earl of Shelburne. The volume deals with only the first 
half of the subjects in the author’s title, but relates considerably 
to the South Sea, the African, and the Hudson Bay companies, 
as well as to American trade." 

The | Case | of the | Importation | of | Bar-Iron | from our 
own | Colonies of North America; | Humbly recommended to 
the Conside- | ration of the present Parliament, by | the Iron 
Manufacturers of | Great Britain. | London: | Printed for 
Thomas Trye, near Gray’s-Inn Gate, Holburn. | MDCCLVI. | 
[ Price Six-pence.] [8vo. pp. 29, (2).] 

"See Memoirs of the Life of Lord Kames, iii. 164. 





APPENDIX. 335 


In this work Tucker urges the admission, duty free, of Amer- 
icaniron. It is reviewed in the Monthly Review, vol. xv. p. 673. 

The | Case | of | Going to War, | For the Sake of | Procuring, 
Enlarging, or Securing | of | Trade, | Considered in a New Light. 
| Being | A Fragment of a greater Work. | London: | Printed 
for R.and J. Dodsley, . . . | . . . . .| M.DCC.LXIII. [8vo. 
pp- 59-] 

This is apparently another fragment of Tucker’s Elements of 
Commerce, and is reprinted as the second piece in his Four Tracts. 
It is written with a strong bias against the French and Indian 
War, as against all wars, which, he maintains, injure the trade of 
conquering nations even more than of the conquered. He also 
argues the uselessness of the recent conquests of Canada and 
Guadaloupe, and shows how little commercial advantage Great 
Britain has derived therefrom. It is reviewed in the Critical 
Review, vol. xv. p. 211, and in Monthly Review, vol. xxvii. p. 212. 

“ About twelve years [months ?] ago I determined to feel the 
pulse of the public once more, in regard to the publication of my 
great work, and resolved to act according to the fate which 
would attend that specimen of it. With this view, I selected a 
chapter which had reference to the disputes then on foot, and 
which are still the subjects of unusual conversation. I worked 
this chapter into a pamphlet, introduced several striking charac- 
ters, and gave it all the colourings of popularity I could devise. 
It was styled, Zhe Case of going to War for the Sake of Trade 
Considered in a New Light; and was printed by Dodsley. But 
neither the singularity of the title, nor the name of the publisher, 
could recommend it to the least regard. . . . The last news I 
heard of it was, that it had not paid for advertising. . . . It is 
full of errors of the press, having never had the correcting hand 
of the author.” (Tucker to Kames. ) 

A | Letter | from a | Merchant in London | to his | Nephew 
in North America, | relative to the | Present Posture of Affairs 
in the Colonies ; | in which | the supposed Violation of Charters, 
and the several | Grievances complained of, are particularly dis- 
cussed, | and the Consequences of an Attempt towards Inde- | 
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pendency set in a true Light. |... .| London: Printed for J. 
Walter, at Homer’s Head, Charing Cross. | MDCCLXVI. [ 8vo. 
pp: (2), 55-] 

Signed “A.B.” Dean Tucker declares in this tract that 
America aims at independency, and, far from deprecating that 
aim, he is strongly in favor of England’s declaring the colonies 
no longer part of the empire. He shows the futility of attempt- 
ing to enforce the Stamp Act, and argues that were the colonies 
independent, Great Britain would certainly retain the colonial 
trade while escaping from the attendant expenses of protection 
and bounties; he believed, however, that a few years of separa- 
tion would bring the colonies to petition for reunion with the 
mother country. He writes with an unfriendly spirit toward 
Americans, but strongly opposes all military operations to enforce 
the act, arguing that ‘‘a Shop-keeper will never get the more cus- 
tom by beating his Customer,” and in this connection first uses 
the now historical description of England as a “Shop-keeping 
Nation.” The piece is reprinted in Tucker’s Four Tracts, and 
is somewhat noticed in the preface. It is reviewed unfavorably 
in the Monthly Review, vol. xxxiv. p. 161; and an answer, in 
the form of marginal notes, by Franklin, is printed in both 
Sparks’ and Bigelow’s editions of Franklin’s writings. 

Verhanddeling over het recht van het Britsche Parlement om 
belastingen te leggen op de Noord Amerikaansche volk planters, 
voorgesteld in eenen brief van een koopman te londen aan zijn 
neef in Amerika. Utrecht: J. von Schoonhoven. 1775. [8vo. 
pp- 56. ] 

Onzijdige Brief van een voornaam Koopman to Londen aan 
zijnen neeve in Amerika; over de tegenwoordige geschillen aldaar. 
Uit het Eng. vert. Utrecht: 1778. [8vo.] 

Four Tracts, | together with | Two Sermons, | On Political 
and Commercial | Subjects. | By Josiah Tucker, D.D. | Dean of 
Glocester. | Glocester: | Printed by R. Raikes, | and sold by 

| J. Rivington, in St. Paul’s Church-Yard, London. | M. DCC. 
LXXIV. [8vo. pp. (2), xv+9-216, 31, (1).] 
The four tracts are: 
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I. “A Solution of the important Question, Whether a poor 
Country, where raw Materials and Provisions are cheap, and 
Wages low, can supplant the Trade of a rich manufacturing 
Country, where raw Materials and Provisions are dear, and the 
Price of Labour high.—With a Postscript obviating Objections.” 

II. “The Case of going to War for the Sake of Trade, con- 
sidered in a new Light; being the Fragment of a greater Work.” 

III. “A Letter from a Merchant in London, to his Nephew 
in America, concerning the late and present Disturbances in the 
Colonies.” 

IV. “The true Interest of Great Britain set forth in regard 
to the Colonies; and the only means of living in Peace and 
Harmony with them.” 

The first of these tracts, though written in 1758, was now for 
the first time printed. It shows the methods by which wealth is 
amassed, and again argues the foolishness of going to war, 
especially with countries who purchase any of England’s manu- 
factures. The three other tracts are described elsewhere in this 
article. They are highly praised in McCulloch’s Literature of 
Political Economy; and reviewed in the Monthly Review, vol. |. 
p. 127; the Critical Review. vol. xxxviii. p. 56; and Gentleman's 
Magazine, vol. xliv. pp. 29, 125. 

The two following were an answer to the project of separa- 
tion, as advanced by the Dean: 

A | Letter | to | Doctor Tucker | on his | Proposal of a Sepa- 
ration | between | Great Britain | andher | American Colonies. | 
London, | Printed for T. Becket, Corner of the Adelphi, Strand. 
| MDCCLXXIV. _ [8vo. pp. (2), 36.]" 

Some Reasons for approving of the Dean of Gloucester’s 
Plan of separating from the Colonies. With a proposal for a 
further Improvement. London: Conant. 1775.” 

Four Tracts | on | Political and Commercial | Subjects. | The 
Second Edition. By Josiah Tucker, D.D. | Dean of Glocester. | 
Glocester : | Printed by R. Raikes, and Sold by J. Rivington, St. 


‘See Monthly Review, vol. |. p. 413. 
*See Monthly Review, vol. liv. p. 73. 
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Paul’s Church-Yard; T. Cadell, in the Strand; and J. Walter, 
Charing-Cross. | M. DCC. LXXIV. [8vo. pp. 224. | 

Four Tracts, | on | Political and Commercial | Subjects. | The 
Third Edition. | By Josiah Tucker, D.D. | Dean of Glocester. | 
Glocester: | Printed by R. Raikes; | and sold by | T. Cadell, in 
the Strand, London. | M. DCC. LXXVI._ [ 8vo. pp. 224. 

The | True Interest | of | Great-Britain, | set forth | in 
regard | to the | Colonies; | and the only means of | Living in 
Peace and Harmony with them. | By Josiah Tucker, D.D. | Dean 
of Glocester. | Norfolk: | Printed in the year MDCCLXXIV. 
[ 8vo. pp. 66. | 

In this pamphlet Tucker shows that some radical remedy is 
necessary in the relations between England and America, and 
proceeds to discuss the merits and demerits of the propositions 
to enforce the English laws, to give the Colonies seats in Par- 
liament, and his own proposition to declare America inde- 
pendent. 

The True | Interest of Britain, | set forth in regard | to 
the | Colonies; | And the only Means of | Living in Peace and 
Harmony with Them, | Including Five different Plans, for effect- 
ing this desirable | Event. | By Jos. Tucker, D.D., Dean of 
Glocester. | To which is Added by the Printer, A few more 
Words | on the Freedom of the Press in America. | Philadel- 
phia: | Printed and Sold by Robert Bell, in Third-Street, | 
MDCCLXXVI._ [| 8vo. 66, (6). | 

A | Review | of | Lord Vis. Clare’s Conduct | as | Represent- 
ative | of | Bristol.|... |... | By Josiah Tucker, D.D. | 
Dean of Glocester, and Rector of St. Stephen’s in Bristol. | 
Glocester: | Printed by R. Raikes; | and sold by | T. Cadell, in 
London; | and | T. Cadell, in Bristol. | (Price Two-pence.) 
[ 12mo. pp. 34. | 

Viscount Clare (Lord Nugent) was representative for Bris- 
tol for twenty years. He voted against the repeal of the Stamp 
Act and in favor of harsh measures toward the Americans, and 
in consequence lost his popularity in Bristol, one of the few 


towns favorable to America. He ran against Burke for election 
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to Parliament in 1774 and was supported by Tucker on account 
of the latter’s American views; it was this election which caused 
Burke to attack Tucker’s writings, which attack in turn occa- 
sioned Tucker’s Letter to Edmund Burke. 

A | Letter | to | Edmund Burke, Esq; Member of Parlia- 
ment for the | City of Bristol, | and | Agent for the Colony of 
New York, &c. | In answer to | his printed Speech, | said to be 
spoken in the House of Commons | on the Twenty-second of 
March, 1775. | By Josiah Tucker, D.D. | Dean of Glocester. | 
Glocester: | Printed by R. Raikes; | and sold by | T. Cadell, in 
the Strand, London. | M. DCC. LXXV. [8vo. pp. 58, (2).] 

Mr. Burke had spoken of the Dean’s plan of separation as 
“childish.” So we have here a rather angry attack of the former’s 
plan of pacification, and a further defence of Tucker’s own plan. 
The letter is reviewed in Monthly Review, vol. liii. p. 180, and in 
the Critical Review, vol. xl. p. 83. 

A | Letter | to | Edmund Burke, Esq; | Member of Parlia- 
ment for the | City of Bristol, | and Agent for the Colony of New 
York, &c. | In answer to | his printed speech | said to be spoken 
in the House of Commons | on the Twenty-second of March, 
1775. | Second Edition, Corrected. | By Josiah Tucker, D.D. | 
Dean of Glocester. | Glocester: | Printed by R. Raikes; | and 
sold by T. Cadell, in the Strand, London. | M.DCC.LXXIV. 
| 8vo. pp. 58. | 

Tract V. | The | Respective Pleas | and | Arguments | of 
the | Mother Country, | and of the | Colonies, | distinctly set 
forth; | And the Impossibility of a | Compromise of differences, 
| or a | mutual concession of rights | plainly demonstrated. | 
With a | Prefatory Epistle | to the | Plenipotentiaries of the late 
Congress | at Philadelphia. | By Josiah Tucker, D.D. | Dean of 
Glocester. | Glocester: | Printed by R. Raikes; | and sold by | 
T. Cadell, in the Strand, and J. Walter, | Charing-Cross, London. 
| M.DCC.LXXV. [8vo. pp. xv+9-51, (1).] 

In this tract the Dean entirely loses his temper so far as 
America is concerned. He argues strongly in favor of driving 
the colonies forth, so that England may be rid of the trouble of 








340 JOURNAL OF POLITICAL ECONOMY. 


governing them and the colonies be properly punished. He 
holds that American independence was merely a matter of time, 
and would be accomplished as soon as the French were driven out 
of Canada, which latter place, ‘“‘when grown rich by our Means, 
and our Capital, will assuredly set up for independence.” At 
the same time he discusses the various claims set forth in the 
addresses and letters of the first Continental Congress, and denies 
the validity of those claims. The tract is reviewed in the 
Monthly Review, vol. lii. p. 174, and in the Critical Review, vol. 
XXXIX. p. 153. 

Tract V. | The | Respective Pleas | and | Arguments | of the 
| Mother Country | and of the | Colonies, | distinctly set forth ; 
| and the impossibility of a | compromise of differences, | or a 
| mutual concession of rights, | plainly demonstrated. | With a 

prefatory epistle, | to the | Plenipotentiaries of the late Con- 
gress | at Philadelphia. | Second Edition. | By Josiah Tucker, 
D.D. | Dean of Glocester. | Glocester: | Printed by R. Raikes; 
| and sold by | T. Cadell, in the Strand, London. | M.DCC. 
LXXVI. | [Price one shilling]. [ 8vo. pp. 60. | 

An | Humble Address | and | Earnest Appeal | to | those 
respectable personages | in Great-Britain and Ireland, | who, | 
by their great and permanent interest | in landed property, | 
their liberal education, elevated rank, | and enlarged views, | are 
the ablest to judge, and the fittest to decide, | whether a | con- 
nection with, or a separation from | the | Continental Colonies of 
America, | be most for the national advantage, and the | lasting 
benefit of these kingdoms. |... | By Josiah Tucker, D.D. | 
Dean of Glocester. | Glocester: | Printed by R. Raikes; | and 
sold by | T. Cadell, in the Strand, London. | M.DCC.LXXV. 
[ 8vo. pp. 93, (2).] 

The first forty-eight pages of this address are practically a 
continuation of the author’s Letter to Edmund Burke. Then 
follows a section devoted to the colonial trade. The address 
ends with “a general muster of the forces both for and against 
the present government.” It is reprinted in J. A. Remer's 
Americanisches Archiv. v. 2; severely handled in the Monthly 
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Review, vol. liv. pp. 1, 72; reviewed in the Critical Review, 
vol. xl. p. 381, and Gentleman’s Magazine, vol. xlvi. p. 78, and was 
answered in: 

A | Letter | To the Reverend | Josiah Tucker, D.D. Dean 
of Glocester, | In Answer to | His Humble Address and Earnest 
Appeal, &c. | With a | Postscript, | in which | The present War 
against America | Is shewn to be | the Effect, | Not of the 
Causes assigned by Him and Others; | but of a fixed | Plan of 
Administration, | founded in system : | The Landed opposed to 
the Commercial | Interest of the State, | Being as the Means in 
order to the End, | By Samuel Estwick, LL.D. Assistant Agent 
| for the Island of Barbadoes. |... | London: | Printed for 
J. Almon, | opposite Burlington-House, Piccadilly. | M.DCC.- 
LXXVI._ [8vo. pp. 125, (3).] 

An | Humble Address | and | Earnest Appeal | to those 
respectable personages | in Great-Britain and Ireland, | who, | by 
their great and permanent interest | in landed property, | their 
liberal education, elevated rank | and enlarged views, | are the 
ablest to judge, and the fittest to decide, | whether a | con- 
nection with, or separation from | the | Continental Colonies of 
America, | be most for the National advantage and the | lasting 
benefit of these kingdoms. |... | Second Edition, Corrected. | 
By Josiah Tucker, D.D. | Dean of Glocester | Glocester: | 
Printed by R. Raikes, and sold by T. Cadell, in the Strand, 
London. | M.DCC.LXXV. | (Price one shilling and sixpence. | 
[8vo. 93, pp. (2).] 

An | Humble Address | and | Earnest Appeal | to Those 
Respectable Personages | In Great Britain and Ireland, | who, | 
By Their Great and Permanent Interest | In Landed Property, | 
Their Liberal Education, Elevated Rank, | and Enlarged Views, 
| Are the Ablest to Judge, and the Fittest to Decide, | whether 
a | Connection with, or a Separation From | the | Continental 
Colonies of America, | Be Most for the National Advantage, and 
the | Lasting Benefit of These Kingdoms. | Suis et ipsa Roma 
viribus ruit. Hor.| The Third Edition, Corrected. | By Josiah 
Tucker, D.D. | Dean of Glocester, | London: | Printed for T. 
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Cadell, in the Strand. | MDCCLXXVI. | (Price 1s. 6d.) [8vo. 
pp- 94, (2).] 

Dispassionate Thoughts | on the | American War: | Ad- 
dressed to the | Moderate of all Parties. | ...| ... | Lon- 
don. | Printed for J. Wilkie, No. 71, St. Paul’s | Church-Yard. | 
MDCCLXXxX. [8vo. pp. 37.] 

A copy of this in the British Museum has noted upon it, 
_ “By the Dean of Glocester, as it is said.”” It was answered by 
Joseph Galloway, in: 

Plain Truth: | or, a | Letter | to the Author of | Dispassion- 
ate Thoughts | on the American War. | In which | The Princi- 
ples and Arguments of that Author | are refuted, and the Neces- 
sity of carrying on that | War clearly demonstrated. | By the 
Author of Letters to a Nobleman on the | Conduct of the Amer- 
ican War; and of Cool | Thoughts on the Consequences of | 
American Independence. | London: | Printed for G. Wilkie, in 
St. Paul’s Church-Yard; | and R. Foulder, in Bond-Street. | 
MDCCLXXxX. [8vo. pp. viit+76, (1).] 

A | Series of Answers | to certain | popular objections, | 
against separating from the | rebellious colonies, | and | discard- 
ing them entirely ; | being the | concluding tract | of the | Dean 
of Glocester | on the subject of | American Affairs. | Glocester : 

| Printed by R. Raikes ; and sold by | T. Cadell, in the Strand. 
London. M.DCC.LXXVI._ [8vo. pp. xv+9-108, (11). ] 

In this tract the author prints each objection that had been 
made to his project of separation, and answers it. The tract is 
reviewed in the Critical Review, vol. xl. p. 374, and in the 
Monthly Review, vol. \vi. p. 145 ; and is partly reprinted in the 
London Chronicle,.vol. xl. p. 489. 

[Preliminary Treatise on Civil Government. Privately 
Printed. 17-?] 

In Tucker’s ‘Tract V.” he advertises as ‘ Preparing for the 
Press. Tract VI. An Expostulatory Letter addressed to the 
Ministers of the several Denominations of Protestants in North- 
America, occasioned by their preferring and inculcating the 
Principles of Mr. Locke, instead of those of the Gospel, relative 
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to the original Titles of Civil Governors.’’ In the preface of his 
Letter to Burke he states that “The present critical Juncture 
obliges the Author to postpone his Animadversions on Mr. 
Locke’s Theory of Government for some time longer.’’ In the 
preface of his published Treatise concerning Civil Government 
Dean Tucker writes: ‘The long preliminary Discourse which I 
had printed in the Specimen dispersed among my Friends, is now 
totally suppressed’’; and in the body of the work he states: 
“When I first undertook the Task of answering Mr. Locke . 

I caused the Press to strike off about 50 or 60 Copies of the 
principal Parts of the present Treatise. My View therein was to 
consult the Learned and Judicious both far and near concerning 
the Plan of the Work, and the Nature of the Undertaking ;— 
likewise to entreat the Benefit of their Corrections and Amend- 
ments, in Case they should judge so favourably of this Specimen 
as to encourage me to proceed.” These quotations are the only 
traces I have found of this ‘‘ Specimen.” 

A | Treatise | concerning | Civil Government, | in | three 
parts. | Part I. | The notions of Mr. Locke and his followers, | 
concerning the origin, extent and end | of civil government, 
examined and con- | futed. | Part II. | The true basis of civil gov- 
ernment, set | forth and ascertained ; also objections | answered ; 
different forms compared; and | improvements suggested. | 
Part III. | England’s former Gothic constitution cen- | sured and 
opposed ; cavils refuted ; and | authorities produced: also the 
scripture | doctrine concerning the obedience due to | governors 
vindicated and illustrated. | By Josiah Tucker, D.D. | Dean of 
Glocester. | London: | Printed for T. Cadell, in the Strand. | 
M.DCC.LXXXI. [8vo. pp. (2), v+5, 428. ] 

Written especially to confute the theories of Locke, which 
enjoyed such popularity in America, and on which so many of 
our pleas and arguments were founded, it relates largely to the 
causes and actions of our Revolution. Though opposed to the 
political theories of both parties in England, it was highly praised 
by Lord Mansfield in Parliament. It is severely criticised in the 
Monthly Review, vol. \xv. pp. 271, 321, and was answered by : 
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A Vindication of the Political Principles of Mr. Locke, in 
answer to the objections of the Rev. Dr. Tucker. By Joseph 
Towers, London: 1782. Monthly Review, vol. |xvii. p. 130. 

A | Dissertation | onthe | National Assemblies | under the | 
Saxon and Norman | Governments. | With | A Postscript ad- 
dressed to the Dean of Glocester. | By James Ibbetson, Esq. | 
Barrister at Law|...|...{| London: Printed for R. Foul- 
der, Bond Street. | MDCCLXXXI._ [4to. pp. 45, (1).] 

It was also burlesqued in: 

The Dean and The Squire: A Political Eclogue. | By Mal- 
colm Mac-Greggor] London MDCCLXXXII._[ 4to. pp. 15. ] 

Cui Bono? | or, an | Inquiry, | what | benefits can arise | 
either to the | English or the Americans, | the | French, Span- 
iards, or Dutch, | from the | greatest victories, or successes, | in 
the | present war? | Being a | series of letters, | addressed to | 
Monsieur Necker, | late Controller General of the finances of 
France, | By Josiah Tucker, D.D. | Dean of Glocester. | Glo- 
cester: | Printed by R. Raikes; | for T. Cadell, in the Strand; | 
Sold also by Evans and Hazell, | in Glocester. | M.DCC.LXXXI. 
[8vo. pp. 141, (1). ] 

The Dean proves to his own satisfaction that all of the coun- 
tries engaged in the war will be the losers by it, maintaining that 
conquest or glory is the only true end of wars, and pointing out 
that both of these ends, even if attained, are worthless. As for 
Americans, he urges that their greatest misfortune will be the 
acknowledgment of their independence, since their “future 
Grandeur . . . is one of the idlest, and most visionary 
Notions that was ever conceived. . . . Their fate seems 
to be,—a disunited People till the End of Time.” The author’s 
plan of pacification is based on this supposedly inherent division 
in the American colonies, for he forms the region between the 
Connecticut and the Hudson river, and the Carolinas and Georgia 
into two loyalist colonies of England, while granting independ- 
ence to the remainder; but he stipulates, in accordance with his 
anti-colonial theories, that these two loyalist colonies may at the 
end of ten years organize such governments as seem to them fit. 
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It is reviewed in the Monthly Review, vol. |xvi. p. 271, and Gentle- 
man’s Magazine, vol. lii. p. 82. 

Cui Bono? | or, an | Inquiry, | what | benefits can arise | 
either to the | English or the Americans, | the | French, Span- 
iards, or Dutch, | from the | greatest victories, or successes, | in 
the | present war? | Being a | series of letters, | addressed to 
| Monsieur Necker, | late Controller General of the finances of 
France. | Second Edition, corrected. | With a plan for a | general 
pacification. | By Josiah Tucker, D.D. | Dean of Glocester. | Glo- 
cester: | Printed by R. Raikes, | for T. Cadell in the Strand; | 
sold also by Evans and Hazell, | in Glocester. | M.DCC.LXXXII. 
[8vo. pp. 141, (1).] 

The changes in this edition are very slight, the ‘“cor- 
rections” being almost entirely limited to typographical 
errors. 

Cui Bono? | or, an | Inquiry, | what | benefits can arise | 
either to the | English or the Americans, | the | French, Span- 
iards, or Dutch, | from the greatest victories, or successes, | in the 
| present war? | Being a | series of letters, | addressed to | Mon- 
sieur Necker, | late Controller General of the finances of France. 
| Third Edition, | with an additional preface. | With a plan for 
a | general pacification. | By Josiah Tucker, D.D. | Dean of Glo- 
cester. | London: | Printed for T. Cadell, in the Strand; | sold 
also by Evans and Hazell, in Glocester. | M.DCC.LXXXII. [8vo. 
pp- (2), v-xxv+3, 141, (1).] 

The addition of the preface is apparently the only change, 
concerning which see the note on the separate issue. 

Cui Bono? | ou | Examen: | Quel avantages les Anglois ou 
les Amercaines, | les Frangois, les Espanols ou les Hollandois, | 
retireront-ils des plus grands victoires ou des | plus grands succés 
dan la Guerre actuelle ? | En forme de Lettres addressés 4 Mon- 
sieur Necker, | ci-devant contréleur général des Finances | de 
France | Par Josias [sic] Tucker, Docteur en Théologie, | Doyen 
de Glocester. | Tradiut de la Anglois | A Londres, | et se trouve 
chez les principaux Libraires | de |’Europe. | M.DCC.LXXXII. 


[8vo. pp. 95.] 
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Preface to the Third Edition of Cui Bono. By Dean Tucker 
[London: T. Cadell. 1782] [8vo. pp. v.—xxv. | 

Such is the title of the piece as printed in the Monthly Review, 
vol. Ixvii. p. 233. It is included in the third edition of Cui Bono, 
but was also separately printed that ‘‘The Purchaser of the for- 
mer Editions . . . may have this new Preface separately, 
Price 6d.” “As it contains new Matter & some curious Anec- 
dotes with many other things of a momentous Nature I make 
no Doubt, but you will have a rapid Sale . . . You com- 
plained heretofore, that ye Pamphlet was too much for 2 and 
too little for 2-6. This may now be rectified by selling ye whole 
for 2-6. Also by printing an Additional Number for ye Use of 
those if they chuse to buy, who have purchased ye former Edi- 
tions.” (Letter from Tucker to Cadell.) 

Four | Letters | on important | National Subjects, | addressed 
to the Right Honourable | the Earl of Shelburne, | His Majesty's 
First Lord Commissioner | of the Treasury. | By Josiah Tucker, 
D.D. | Dean of Glocester. | Glocester: | Printed by R. Raikes. | 
For T. Cadell, in the Strand, London. | MDCCXXXIII. [ 8vo. 
pp. vii+119, (1). ] 

This is largely a continuation of Tucker’s reply to Locke, and 
is written in no friendly spirit towards Lord Shelburne or the 
Americans. It is reviewed in the Monthly Magazine, vol. \xviii. p. 
313; the Mew Review, vol. iii. p. 44; and Gentleman's Magazine, 
vol. liii. p. 60. 

Four | Letters | on important | National Subjects, | addressed 
to the Right Honourable | the Earl of Shelburne, | His Majesty's 
First Lord oe [sic]the Treasury. | By Josiah Tucker, D.D. | 
Dean of Glocester. | The Second Edition. | London: | Printed for 
T. Cadell, in the Strand | M.DCC.LXXIII. [sic]. [8vo. pp. 
vii+120. | 

Contains a “postscript” dated January 14, 1783. 

A Plain Letter to the Common People of England and Wales, 
giving some fair warning against transporting themselves to 
America. Bristol. T.Cocking. MDCCLXXXIII. [12mo. pp. 


24. | 
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Title from the Carter-Brown Catalogue, where it is referred 
to Tucker. It is reviewed in the Monthly Review, vol. |xix. p. 430. 

I have also found the following newspaper articles : 

‘The Dean of Glocester’s Proposal for extricating Great Britain 
out of the present Embarrassment with some Honour, and no 
Loss.” (London Chronicle, vol. xlii. p. 565, Dec. 9, 1777.) 

“The State of the Nation in 1777, compared with the State 
of the Nation in the famous year of Conquest and of Glory, 1759. 
By the Dean of Glocester.”” (London Chronicle, vol. xliii. p. 153, 
Feb. 12, 1778.) 

“Thoughts on the present Posture of Affairs, July 24, 1779. 
By the Dean of Glocester.” (Woodfall’s Public Advertiser, 1779.) 

This was answered by “ Reply to Tucker’s Thoughts on the 
Present Posture of Public Affairs.” By A. B. (Lloya’s Evening 
Post, Nov. 3, 1779.) 

Inthe Pennsylvania Packet for Dec. 30, 1779, is reprinted from 
some English paper a letter from ‘A Bristol Whig to J. Tucker,” 
dated Aug. 28, 1779. 

According to the sketch of Tucker in Public Characters, he 
contributed many articles on the American war, under the signa- 
ture of Cassandra, to the London newspapers. 
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Chicago ‘‘ Inter Ocean.’’ 


“Fresh, bright and original, and full-freighted with information of scientific and 
economic value, the first number of 7he Journal of Political Economy comes from the 
University Press of Chicago. . . It is printed on heavy toned paper, and is See 
ically as neat and attractive as any of the great monthly or quarterly magazines. . 

The Journal of Political Economy has only to fulfil the promise of its birth to be of very 
great usefulness. . . The University is to be congratulated upon the auspicious begin- 
ning of its proposed series of Journals.” 


The ‘+ Nation,’’ New York. 


“Economic periodicals have so multiplied of recent years that it is impossible to 
extend an altogether cordial welcome to any addition to their number, but it is no more 
than just to say that the Journal of Political Economy, which makes its first appearance 
this month from the press of the University of Chicago, takes rank at once with the best 
of the existing reviews.” 


Chicago ‘‘ Herald.’’ 


“The table of contents gives promise of the great value the work will have for all 
students and investigators. . . . It is a periodical of great promise.” 


‘* Boston Journal.’’ 


“ The periodical is a handsome one, comparing favorably with those which are now 
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Boston in a literary way. . . The new University of Chicago has entered the field 
with a ‘Journal of Political Economy’ from its own press.” 


Quarterly Journal of Economics. (Harvard.) 


“The first number of the Journal of Political Economy, published by the University 
of Chicago, edited by Professor J. Laurence Laughlin, appeared in December. . . . 
Notes and a select list of book reviews make up an attractive table of contents. 

“The result of Professor Laughlin’s survey of the recent progress of economic study 
in this country is a clear recognition of the peace which has been declared between the 
two bodies of economists who stood opposed to each other a few years ago, and an 
emphatic statement of the opportunities which our material conditions afford for extensive 
and valuable investigation.” 











